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A Banker's Diary 


Mr. ATTLEE’S announcement of the so-called “‘ consequential measures ’’ to 
adapt Britain’s economy to the situation created by devaluation was made 
as this issue of THE BANKER was passing through the press 
Too Little and cannot, therefore, be analysed at length here. Yet even at 
and first glance it seems clear that the basic assumptions of Govern- 
Too Late ment policy differ little from those which we criticized in our 
opening article last month. There has been no change of heart, 
no reconsideration of the characteristic policies which keep the economy 
gripped in the vice of excessive expenditure and correspondingly oppressive 
taxation, no weakening of the hold on merely party principles which the 
Government obviously intends to sustain, at whatever cost to Britain, until and 
through the general election. The blare of publicity before the Prime Minister’s 
statement, with all its talk of courageous and vigorous action to impose un- 
pleasant restraints, proves to have been little more than the Government’s 
way of apologizing for doing anything at all to offend the susceptibilities of its 
supporters at such a stage in the electoral calendar. 
In one respect onlv has there been any real advance. The Government 
— as a means of avoiding deflation, and at the outset seemed to think 
t this act was virtually all that was required of it except to tune up a new 
che orus of exhortations against inflationary rises in incomes. It has since dis- 
c overed —what its economic advisers must surely have told it ay along—that 
if devaluation is a substitute for draconian deflation it Is at le no substitute 
for retrenchment, for the simple reason that its immediate ofie a is to enlarge 


1 


whatever inflationary gap already pps and the second effect is to enlarge it 


lfurther. The first effect arises, of course, ree the consequential worsening 
ithe terms of trade. Presumably th Ge yvernment was prepared for the loss 
which comes from the odiieandain of the dollar proceeds from existing 


xports, but it seems to have been taken by surprise by the rise in import costs 
-not, of course, on dollar imports (for dollar prices are tending to fall) but on 


isiaie: witlileks wnsani tuiee Sun pimitalaiienes xu ¢ whose sterl rt price 
hose Whicn Imi i m the de Valuing ¢ yuntri S WHOSE S ing export prices 
rising. If devaluation is to produce a net ccs Ho al the reserves, 
hard-currency exports have to rise, or dollar imports to fall, first, to fill the 
mediate extension of the gap and, secondly, to diminish the gap which 


ilready existed. Except to the extent to which these additional hard-currency 
exports can be diverted from existing supplies to soft currency areas, any 
narrowing of the widened external gap must increase cor ‘rrespondingly the 
nilationary gap at home, by de pl ‘ting the domestic s ie ly of goods. But, 
even before devaluation, this inflationary gap was demonstrab ly much wider 
than the rt rnment envisaged six months ago—despite the flagging of exports 
during this period. 

The Government’s sudden conversion to the need for any retrenchment at 
all springs, quite evidently, from a belated recognition of these simple home- 
truths. It might have bee . hoped that, having screwed up its courage to admit 
the existence of a crisis which previously it had striven to hide, it would have 
seen the wisdom of dramatizing the occasion by an autumn budget designed 
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the determination to avoid 


no assurance that even such an 


ny SiaCkK 1N til TY 


increase in output would occur in 





the sectors where it 1s most needed. Finall re is no sign vet that the 
Government Is prepa ta] m initiatives in the matter of unrequited 
‘xports a question to ic] rtner 1 rence is made 1 foll ny articl 
“As for the « t I » Many uncertainties rem i ati Mi 
\ttlee’s stat letail commen t this sta is unw Sut two 
points deser be mac hoped that the Governin ly will 
implement it ron O ; t] the in tinent cut if lo ind 
ake place on cale pi “t ) not cramp essential industry. Secondly 
he LrOvVeri de ery } i\ ly VO moves OFT real Mporeraile 
principle-—by promising to cut the feeding-stuffs subsidy (as well that on 
fish) and by imposing a ci rr Health Service prescription Is it too much 
to hope that th mall chan re intended to acclimatize the public to th 
notion of some move towards a rational use of the price system ? A mor 
intensive use of these devices in April budget could produce some tmportan 
constructi' sults 
CURRENCY devaluations ha ‘reated both technical and psychological con- 
fusion at Marshall Aid headquarters in Paris. Psychologically, the resentment 
at Br n’s ‘“‘ unilateral’’ action and at 1¢ calculated dis 
| machin 


Redivis 





ion sara is is alleged—of the economic co- 








of E.C.A. Aid , peration Kuro h militated against furth 
he neral direction of collaboration betw 1 

countries. lechnically, the devaluation of currencies has upset 
calculations about the likely balances of payments between E.R 
and has, in addition, made nonsense of the figures of contribution 
ights in rated in the latest Intra-European Payments Avreement a 
expressed in doll: t the former paritie 

Meanwhile, the details so far publish f plans f the liberalization of 
trade in Europe are not impressive. The |] t national list of goods for whic! 
member countries will be pr red to give open ral licences is that published 
by the United ku n 1 he g 1 effect it tht other created 
has largely b ! by the er usion from the list of countries to 
which i | f Bele Swi nd \ rn Germar the thr 
countric » which B in might con bly lose gold a ! t of 
vestur i rr ynal I clivi ol > 770 muiliions of 
Marshall Ai bel caled ¢ by t] it. in order te 
reconstit $150 mil IS | Te \ la ECLA 
lecre , must be lef it the disp ul of E.C.A. » be s lt 1 ! yurag 
ment of freer trac t vertibthty of currenci in Eure The bulk of 
that sum has already been earmarked for the pro 1 ‘‘ Great neh 
scheme which envisages the interconvertibility of the currencies of Franc: 
Italy and the three Benclux countries. Mr. Hofiman is reported to | given 
that scheme the highest priority. This distribution of E.C.A. dollars in accor 
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E.R.P. col 


task of allocatit g aid will have to devolve on E.C.A. 





1 E.C.A. initiative is probably the first step in the direction of a 
1 recasting of the machinery for the allocation of Marshall Aid. 
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is in any case likely to fall considerably. Mr. Hoffman has recently stated that 
the total of aid for 1950-51 would be ‘at most $3 billions. Even that appears 


} 


to be an optimistic estimate. 


HE exchange upheaval is over and the last of the immediately consequential 

rate tremors seems now to have died away. The new pattern of exchange 

parities was fairly clearly defined before last month’s issue of 

World fHE BANKER went to press and the changes which have been 

Exchange effected since then (with the exception of those announced by 

Rates Now Argentina) m arm dot the i’s and cross the t’s of what was 
already known—or, at least, expected. 

All past and present members of the sterling area with the exception of 
Pakistan (whose case is discussed in an article on page 103) and the tiny colony 
of British Honduras (which, for historical reasons, has its currency issue backed 
by dollar securities in New York) have now devalued by the full 303 per cent. 
All European countries west of the Iron Curtain ain sy ee mn of Austria 

which is resorting to export subsidies—and Switzerland of lonely eminence) 
have also devalued, although Belgium (12 per cent. pose previous parity), 
France (6 per cent.), Germany (21 per cent.), Italy (8 per cent.), ond Portugal 
(13 per cent.) have not followed sterling all the way. Spain provides another 
exception, since the “ basic ”’ dollar parity of the peseta is to remain unchanged, 
but some of the other multiple peseta rates have been lowered, though not 
by as much as 304 per cent. Russia and her satellites have maintained the 






dollar values of their currencies (exchange rates in this area of Europe are, 
of course, | ctional) and so have Yugoslavia and Tarke y. The dollar 
yunt countries (excluding Canada but inc oo * the Caribbean and northern 
Latin American countries) have maintai in d their old parities with gold. Of 
the Latin American countries in the Transferable and Bilateral Accounts 
roups, Brazil and Peru have also made no change, but Uruguay has slipped 
an extra preferential rate into its complex system and Chile has / apparently 
not yet defined its position. Argentina’s incredible contortions in her attempt to 
WT! lood o f forei tones are described in a late sich eaten usual 
International Banking Review on page 124. On the peripheries of world 
trade, Syria, Lebanon and Japan have all maintained the dollar values of their 
currencies and Siam has neatly mirrored a reported two-to-one division of her 


Cabinet by following sterling two-thirds of the way. Thus every country 


XCEDL ' ina which nas otne! re-Occups itions at ta moment—now seems 


DEVALUATION, with its altered prospects for a gold-mining industry, 


ipparently came in the nick of time for South Africa. The Union is promptly 
taking advantage of the change > attract foreign capital. 

South Instead of the Governmental loan which Mr. Havenga had 
Africa been supposed to have been seeking, the borrowing in London 


Borrows is to be by way of public issue ; permission has been given 
Abroad for the raising of two loans of £10 million each—one this year 
and one next. Another loan of $10 millions is to be subscribed 

by a syndicate of U.S. bankers, and a fourth loan of Swiss francs 30 millions 
will be subscribed by a similar syndicate in Switzerland. It may be noted that, 
in addition to these specific plans—obviously to be delayed in London by the 





| 





-d that 
\ppears 


uential 
change 
ssue of 
e been 
ced by 
at was 


tion of 
colony 
backed 
‘r cent. 
Austria 
inence) 
arity), 
rtugal 
nother 
anged, 
oh 1 not 
ed th 
pe are 
dollar 


yrthern 
! 


id. Of 
counts 
slipped 
rently 
mopt to 
» usual 
world 
f the . 
of h 
ountry 
seems 


lustry, 
ymptly 
‘apital. 
za had 
.ondon 
) given 
is year 
scribed 
iillions 
d that, 
by the 


A _BANKER’S DIARY 73 


weakness of gilt-edged—-a renewed inflow of venture capital for gold mining 
and other enterpri ses has already had some effect on South Africa’s sterling 
reserves, Which have been rising slowly but steadily since mid-September. 
The growing international practice of borrowing abroad to cover a deficit 
on current account can be excused only on two grounds: first, when the 
national income of the borrower is expanding so fast that the injection ot 
new capital will more than pay for itself ; and, secondly, where a breathing 
space is needed before disinflationary measures already in train can take effect 
It is to be hoped a South Africa regards herself as being in the second 
category, for if she continues to gobble up resources at her present rate she 
will be back in ih i market for more before very long. Her need now is for 
disinflation and, although the rise in her internal rate of interest is a step in 
the right direction, it will be of little avail unless it is accompanied by a more 
austere budgetary policy and, above all, | 


by a direct reduction in the rate 
Government-sponsored investment in (largely uneconomic) secondary industry, 
employment in which 
+} +} 4 


i 

} 
There has been more evidence this month that this point needs to be stressed 
in other Commonwealth countries—in Australia, where Mr. Chifley is reported 
to have des d drawing on the I.M.F. as an “ alternative ’’ to dollar import 


cuts, and in India, which has drawn another instalment of its World Bank Loan. 


as increased by more than 50 per cent. since 1938. 


) 





THE Chancellor of the Exchequer scized the opportunity offered by his speech 
at this year’s Bankers’ Dinner to disclose the size of the drain on the sterling 
area’s gold and dollar reserves in the third paren r of the year ; 


The this revelation was, in fact, the only concrete feature of a 
Gold speech which was otherwise cast in a familiar—and minor-— 
Drain key. The Governor of the Bank of England, making his debut 

before this audience, undoubtedly echoed the feelings of most 


of those preserit when he called devaluation “a recognition of facts and not, 
by itself, a policy ”’. 

The details of the quarter's movement in the gold reserve are shown in 
our usual table on page 132. The net deficit in the quarter amounted to £133 
millions, but since {7 millions was financed by drawing on the Canadian 
credit and £71 millions was recouped from E.C.A., the reserves themselves 
declined by £55 millions. The Chancellor disclosed, however, that between 
the end of June and September 18 the reserves ran down by no less than £76 
millions. But for the reflow following devaluation, therefore, the net depletion 
of the reserves in the quarter might well have been over {£100 millions. 
Evidently, the Chancellor’s conversion to favouring devaluation was due to 
his seeing a very clear red light. 

Although the drain in the present quarter will presumably be mitigated by 
further covering of short positions in sterling (though the reflow of {21 millions 
in the last two weeks of September was perhaps less than might have been 
expected), it is too early to say how far the fundamental ‘agg 1 has changed. 
Two documents publi shed in the course of last month do, however, indicate 
fairly clearly in what direction trade must now move. The first of these docu- 
ments is the new White Paper on the U.K. Balance of Payments, which showed 
that exports both to the sterling area and to the O.E.E.C. countries expanded 
significantly at a time when exports to hard currency territories were going 











THE BANKER 





a1 


United Nations 
Economic Cor sion for Eu h estimates that sterling area countries 


India, Pakistan and South Afri buving tl ' times aS much 


from the [ 1 States now as thev w in 1938. In some areas at least ther 
> A \ .) ) D ! Cu Hy 1 { 
ly clearil ) cs Statement [o tem I as made up on September 2I, 
oO adey l r the ent ced closi lz z 4% ban on Devaluation Monday. The 
es were distorted in consequence by the abnormal accumu- 
Chansin lation « { cheques 1nc urse of clearing both betw ‘on the separate 
Structure banks (these collection items rose by nearly £37 millions) and 
of Bank between the separate branches of each bank. As has often 


issets been noted in THE BANKER, all the ban cept Lloyds list 
ranch transit items among their advances. It is 

lieved that an increase in these explains the greater part of the apparent 
ri 37-7 millions in advances during September-—and an equivalent portion, 
the apparent rise in “true ’ deposits. If this is correct, the 


i ns ( lt low an apparent fall in both these figures 
Cha D 
49 Month Year 
m, £m. 
Deposits 00 , 5 ) 58.5 
I > ) 7% 17-5 
Ca 10.0 IS °o 

Money Market Ass 88.8 (24.7 y74 \ 292.6 
Call Money 17.5 v.6 19.4 { 27.8 
Bills ; : 971.3 (16.2 174.4 t- 264.5 
Cfreasury Deposit Receipts , 902.5 (15.0 185.0 442.0 
investments plus Advance ; ‘ 2983.1 (49.7 + 42.5 + r69.4 
Investments ‘ . ‘ 1515.7 (25.2 4.5 + 43-5 
Advances a ea nee 1467.4 (24.4 oy + 125.9 
After deducting i in course ot collecti * Ratio of assets to published deposits. 


For the rest, the indicated true increase of just over £12 millions in deposits 
is represented by a rise of just under £5 millions in investments (mostly 


accounted for by a rise in the portfolio of the National Provincial Bank), a fall 
of just over {2 millions in cash holdings and an increase of just under {6 
millions in Government borrowing from the banks (as signified by holdings 
of floating debt and money market assets). This last increase emerges as the 
result of the Treasury’s switching operation from T.D.R.s to bills. T.D.R 
holdings dropped by £185 millions, while money market assets rose by mn 


net 


less than £194 millions, so that in September—unlike August—the banks wer 
feeling the full impact of the switch. If its further development in October is 
similarly reflected in the next banks’ statement, this should show a rise m 
money market assets to the unprecedented level of about 25 per cent. of pub- 
lished deposits and a fall in T.D.R.s to something like 12 per cent. (or less 
than £750 millions). The wider implications of this continuing switch on the 
future assets structure of the banks were discussed in an article in last month's 
issue. 





Nations 


yuNntries 


S much 


st there 


iDer 2I, 
iy. The 
ccumu- 
-parate 
ms) and 
is often 
yds list 

It is 
pparent 
portion, 
ect, the 
figures 


Year 
£m. 


17-5 


~ 
a 
o 
vt a 


deposits 
(mostly 
k), a fall 
nder {@ 
holdings 
s as the 
T.D.R 
by n 
iks were 
-tober is 
» rise i 
of pub- 
(or less 
1 on the 
month's 


Can the Sterling Area 
— ayn ? 


OW fares the international standing of sterling after devaluation ? Th 

? . 4 , |] . 7 war i} nC val , nA 

—@ question admits as yet of no clear-cut answer. The answer will depend 
m t efficacy of the measures ken to underpin the currency at its 


if ‘ MA ta CO 1¢ pin tn curren y al 
1eWw pa ) } iat Tt s Ce iI ) roresee bl ruture fi rai p ut 
perform levaluation. Unfortun Y, aS was yhasized in tli 
colu no 10 adequate measures are in sight ; nor, it seems, can 
they b ) i leas t il after the general election. But if by the 
“ standin of sterling is also meant its “ pulling power "’, then recent events 


can leave no doubts that much of the influence of sterling on the monetary 
iffairs of other countries is is ng In its devaluation sterling has taken 


with it, either all or part of the way, the « urrencies of countries handling some 
70 per cent. of the current volume 4 world trade. 
But sterling’s power to pull down must not be confused with its power to 





ae nd daminate eB = hich has bee F ch j -vidence, is 
fluence and dominate. The former, which has been so much in evidence, i 
based on the currency’s continued use for rather more than half the transac- 
tions entering into world trade. It is, in short, the inheritance from a great 
yast. On its present merits and recent performance sterling would c: arti uinly 
| I S ; 





fail to build another sterling area or another City of London. ho: iat, no 
doubt, can be rebuilt—if, but only if, the necessary measures . taken to 
harden the domestic ie [n rebuilding the considerably shaken edifice of 
international confidence in the currency the task is at least lightened by the fact 


that it can start “a long-existing foundations—including a mechanism still 
without compare and a tradition the power of which has been demonstrated 
in the exhibition of sterling’s continued magnetic attractions. 

In assessing the prospects for sterling as an international currency in the 
light of the realignment of exchange values, the first point to stress is the 
unquestionably constructive character of the removal of sterling’s obvious 
overvaluation in relation to the dollar. How well that aspect of the exchange 
operations will wear must depend, as has already been stated, on the measures 
taken to safeguard the new rate. The greatest enemy of sterling as an inter- 
national currency, as a repository of overseas funds and as the currency 
normaily used in long-term merchanting operations, was its admitted over- 
valuation and the prospect of its devaluation within an indeterminate but 
none the less foreseeable future. For the present, at least, this crippling over- 
valuation has been removed. 

The position of sterling had for some time been undermined by its con- 
tinuous denigration in free markets where it had been persistently quoted at 
discounts in terms of the official parities. The discounts have, admittedly, 
returned since devaluation ; = they are now of very modest proportions and 
stand well within what might be termed the ‘‘ commercial arbitrage points 
Le. the cost of buying sterling . the official parity is less than the cost of using 

‘cheap” sterling for triangular commercial transactions and commodity 
barter deals. Discounts on various types of transferable and bilateral sterling 
are pro bably an inevitable pendant of continued control of exchanges. As 
long as there are restrictions on the use of certain types of sterling, these 
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restrictions are almost bound to reflect themselves in discounts on the official 
parities. Provided such discounts keep within the margins indicated by the 
cost of using this sterling for triangular (and more complicated) arbitrage 
ampere" they will not cause serious damage to the sterling pana, Se s in the 
shape of loss of hard currency income which should by rights be accruing to 
them. It was the fall in these market rates to figures well below the range of 
these arbitrage points, and the consequent leaks in the sterling area’s exchange 
control, which provided one of the more pressing reasons for hastening the 
decision to devalue. 

Despite their modest proportions, the remaining discounts on various types 
of sterling remain a serious blot on the escutcheon of the currency. They are 
a constant reminder that the best soe peewee of devaluation “— be the 
speed with which the removal of artificial exchange values will take th 
back towards true convertibility of currencies. The status of col was 
built not merely on the convertibility of the currency but on the fact 
never occurred to anyone to question the fact that convertibility would always 
be forthcoming. It is not until this can again be taken for granted that sterling 
will recover its old lustre. 

That possibility, however, lies in the distant future. Of more imme- 
diate concern is the impact of devaluation, first, on the loyalty and cohesion of 
the sterling area and, secondly, on the attraction which the sterling area may 
have for other countries that are now hovering round the boundaries. 

[t would be wrong to assume from the calm and sympathetic manner with 
which the devaluation of sterling has been received by almost all the other 
members of the area that it has not affected the relations between them. The 
essence of the relations between Britain and the other members of the area 
has until now been lack of formality or precision. Until 1939 there was no 
need for such definition of the relations in a system which existed only in th 
most intangible of forms. The links between the various members and the 
centre were cael of convenience and mutual interest. The sterling area, as 

t slowly developed over the rgth and 20th centuries and as it began to take 
recognizable shape after 1931, was a typical example of that process of organic 
growth and empiricism so characteristic of British institutions. The most 
enduring things and systems evolve without anybody working to create them. 
But after 1939 the position began to change in quite fundamental respects. 
The political assumptions which identified the ‘‘ mother country ’’ with the 
financial centre of the area began to lose their force. But the outward forms of 
the sterling area system remained unaffected. To this day the mechanism oi 
the system presupposes that the economic o political ties between members 
are so close that they will inevitably move together and that anything which 
happens to sterling must inevitably happen to the other currencies in the 
group. Deriving from this is the assumption that in any given situation London 
knows best what the family should do and therefore takes the necessary action 
without wasting too much time assessing the wishes of the other interested 
parties. 

These basic assumptions have been increasingly undermined and questioned 
since the end of the war. Exchange control was bound to introduce a possible 
element of discord—or at least of debate—within the councils of the sterling 
family. The strength of the chain depended inevitably on that of its weakest 
link: and, in the endeavour to impose a fairly homogeneous system of control 
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throughout the area, there was ample opportunity for differences of opinion 
about matters which until then had been tz alcen for granted. The emergence of 
abnormal London balances held within the area heralded another fundamental 
change both in the relations between Britain and the rest of the area and 
between the members themselves. The normal position of the banker towards 
his clients had been reversed. The clients, knowing the size of their several 
‘accounts ’’ payable on demand and aware that the liquid assets were insuffi- 
cient to meet the claims, were inevitably tempted by visions of unfair prefer- 
ence. Even though appropriate restraint has been shown in resisting the 
temptation the growth of some concern on this score has already done damag: 

Another severe nent of loyalty of the kind that had not previously to b 
surmounted by members of the sterling area was provided by the continuou:s 
dollar deficit of the sterling area as a whole and the greater formalities intro- 
juced since the beginning of the war into the pooling - reserves. The pool of 
vold and dollars has been insufficient to meet all the demands made upon it. 
The various members of the sterling area, by the nature of their economies 
have differed considerably in their relations to the pool. Some have been net 
earners of dollars, others net spenders, and, among the latter, the rate of 
spending in proportion to population or to any other relevant criterion has 
varied widely. This fight for a diminishing reserve and the voluntary appeals 
that have been made to members of the family to exercise restraint in their use 
of dollars have contributed to the undermining of that tacit acceptance cf 
London’s leadership, and of the willing delegation to London of decisions 
closely affecting the monetary and economic policy of others, which was ths 
very basis of the previous operation of the sterling area mechanism. 

All these issues, which threatened the cohesion of this loosely strung 
system, were suddenly and dramatically crystallized by the events of 
September 18. The de valuation decision, as far as can be gathered, was not even 
discussed at the meeting of Commonwealth Finance Ministers which took place 
last July. That was still a period when Sir Stafford Cripps considered any 
reference to devaluation as “ gratuitously offensive ’’. The Commonwealth 
does not appear to have been taken into the confidence of the Chancellor in 
the hurried conversion which took place before his departure for Washington. 
Representatives of the sterling Commonwealth were told of the decision to 
devalue on the Friday before September 18, only a few hours before the similar 
intimation to representatives of foreign countries. 

So far as can be ascertained, Britain’s decision was sympathetically unde: 
stood and the strong arguments for parallel action by. each of the Common- 
wealth countries were immediately accepted, except by Pakistan, which foi 
very special reasons has decided to leave its rupe ee-dollar parity unchanged. 
Beneath this appearance of virtual unanimitv, however, it is fairly evident 
that a certain resentment has been felt—a resentment which has so far been 
publicly expressed only by the Indian Minister of Finance. Dr. Matthai 
stated after the devaluation of sterling that the decision ‘ exceeded the brie! 
which the Commonwealth Finance Ministers’ conference gave to the British 
Chancellor of the Exchequer’. He thought it would have been possible for 
the British Government to take Commonwealth ministers more fully into their 
confidence, and added that ‘“‘ in a matter which so vitally affects the whole 
economy of the sterling area, steps should have been taken to arrange a meeting 
of finance ministers of the Commonwealth before the decision was reached 
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‘d, the extent, and the time of devaluation’ 

jually candid comments which will no doubt 

less publicized form, it is quite clear that what 

1S cannot happen again. That event has brought 

nt t viving a more formal and more democratic form of 
»t rechanism of the sterling area. There would admittedly 

in any such development. It would involve th 

rt of bility, elasticity and capacity for 

itten constitution provides. If, however, the 

which has been evolved, operated and interpreted by 


ind the Bank of England ts no longer acceptable to the other 

ilternative for it must be created. 
At i noment the policv-making power lies somewhere between Great 
120 Str and Threadneedle Street—probably nearer the former. What is 
a more permanent form of continuous representation of all 
London. The need for review of broad principles of sterling area 
olicy | recently been satisfied by occasional meetings of finance ministers 
r countries in London. Thes however, _ been too spasmodic to 
more than discuss, in very general terms, such matters as import 
volt ith special reference to the need fas somaanie dollars. It should 
10w be sufficiently obvious that these high level reviews of the position tend 
0 be overwhelmed by events when the torrent 1s as swift as it has been recently. 
There is also—although little is heard about it—a Sterling Area Statistical 


Committee which has sat in London for some time past. As its title implies 
it is concerned with information rather than policy making. It is staffed by 
‘fficials and not by representatives to whom any real powers of decision are 
delegated. It does not dominate events, it is merely informed of them after 
they have taken place. A continuing committee of this kind is probably 
needed and the best solution to the problem might be to raise the level of 
representation on this Sterling Area Statistical Committee, re-naming it and 
viving it access not merely to documentation about the past but to the con- 
tinuous debate about the future. 

Should any such change in the form of government of the sterling area be 
regarded with regret by Britain? It has been suggested that, apart from the 
loss of adjustability and efficiency involved by any such change, a mort 
democratic form of government for the sterling area would bring far sterner 
pressure on Britain in such matters as allocations of dollars from the pool 
and | the freeing of sterling balances. These fears appear to be ill-founded 
A truly democratic front would probably offer far sterner opposition to requests 
whether for hard currencies or for releases of sterling, from the more impor- 
unate members. Each of these can bring into play special arguments and 
political pressures to which Britain is particularly prone at the moment but 
which would cut far less ice if pleaded before a truly representative committee 
f the whole sterling area. The point, however, has been passed when we can 
ndulge in this careful calculation of pros and cons. The overseas members 0! 
the area will no longer take it as axiomatic that ‘‘ London knows best ’ 

Some modification of this kind in the government of the sterling area would 
appear to be essential if sterling is to draw new members within its fold. That 
possibility has far greater substance than a cursory review of recent events 
vould suggest. Western Europe will face an important decision on future 
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joneta licv in tl ext few months. An ambitious scheme is afoot for 
nerging France, Italy and the three Benelux countries within a new bloc of 
rte renci This scheme has received a 1eral blessing from 
Ex Co-o ition A dit tion in Wa izton with th Mis 
if V ) it th 9 mill yn yo! whi iS Sel 1 out of th 
ast WV priation to be spent on E.C.A. initiative and in th 
iu ing intra-Europea i This scheme, mainly of Fren nspira 
tion a twiacture, has been evolving for som ne past but there can be 
10 doubt that the resentment caused in Europe by the brusquen pb eaiggy 
levaiua : has given it fresh momentum. In some ways, therefore, the 
roposal ] if to be regarded as a scheme separate from, if not hostile 
to, the sterling area—as a movement representing within Europe a counter- 
W t sion of the sterling area to honorary members like th 
sc ‘ 1Iy1 i 
of this new European bloc have not been worked out, but it 
wol .ppear that inter-convertibility between the currencies involved would 
ve achieved, not by % ‘Teadines on the part of the members to hold one another’s 
urT but by allowing their rates of exchange to fluctuate freely, using 
is the frm anchor around which they would float, the existing parity of the 
Belgian franc with the U.S. dollar. The protagonists of this new monetary 
union in Europe hope to enlist rather more formidable American support than 
the $150 million E.C.A. pool. They are already depicting it as the first real 
step towards economic integration in Europe and contrasting it to the far less 


spectacular “‘ slow but sure ’’ progress of sterling towards convertibility. The 
basis of the scheme would be to make the group in question an extension in 
f the dollar area, using as the kernel of that development the present 
position which Belgium occupies asa small hard currency area on the Continent. 

There can, of course, be only the most sympathetic reception in Britain of 
any plan which furthers the cause of European unification and interconverti- 
bility of European currencies. There are, however, dangers to be guarded 
against. [t would be difficult in a regime of eo currencies, such as is 
contemplated under the proposed scheme, to prevent disorderly cross-rates. 
some assurances have apparently been citeined on this point, but if com- 
mercial arbitrage is possible within the countries in question and if at the 
same time some of them remain members of sterling’s “‘ transferable account 
group, it would not be long before triangular commercial transactions of the 

niliar type set up what would in fact be equivalent to new sterling-dollar 
ates departing appreciably from the new parity. 

There are, therefore, grave objections to be taken on technical grounds to 
this new proposal. These objections would be strengihened, on wider grounds 
of European policy, if the new scheme were to take on the character of an 
anti-sterling bloc. It should be apparent, incidentally, that any such scheme 
vould offer very little attraction for the Netherlands, which is much more 
akin to the sterling bloc than the other countries concerned. If, therefore, the 
scheme went through and gained the adherence of Belgium, it would in effect 
mean the end of the attempt to form Benelux. That would be yet another 
item to be placed to its debit. The meretricious aspects of such proposals may 
be self-evident in London. But London should bestir itself to show a little 
more interest in the constructive side of the bloc-building than the austerity 
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of Sir Stafford Cripps and the distant hauteur of the Treasury and the Old 
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ly of Threadneedle Street contrive to suggest. 


If a more democratic form of government is one of the prerequisites of an 


extension of the sterling area, the other is a more formal immobilization of 


sterling balances than has hitherto been achieved. It will be difficult to intro- 
duce new entrants into the club if they feel that their stability, together with 
that of the whole membership, may at any moment be endangered by inordinate 
encashment of claims by the creditors. The burden placed on the British 


+ nt 


economy and on sterling by the repayment of the sterling obligations and by 
fresh investments in the sterling area must bear a large part of the responsi- 
bility for the damage recently sustained bv sterling. To attempt to remedy 
that damage first by devaluation and then bv some measure, albeit inadequate 
of deflation at home is less than half the battle. There must be 
restriction of the claims payable on demand which can be spri 


} 
l } 
Dy her overseas creditors. 


This principle was, indeed, unreservedly admitted by the Chancellor of the 


y 
} 
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Exchequer in the recent Parliamentary debate on the Government’s economy 
measures. Sir Stafford said that Britain could not afford to export in sub- 
stantial amounts without getting anything in return. Neither could this 
country afford further loans or credits to others—except in very special circum- 
stances—nor could it continue to repay sterling debt “ to the same extent as 
hitherto ’’. How much, or how little, this carefully vague and qualified state- 
ment is meant to convey must be left to the verdict of future events. It may 
merely be one of the many pious intentions with which both the Prime Minister's 
statement on the ‘‘ consequential measures ’’ and the Chancellor’s subsequent 
speech were crammed. The relevant passages in the Chancellor’s speech, 
however, suggest that a new approach to the problem is being considered 
After pointing out that the very nature of the sterling area system required 
that its members should be able to draw on the reserves which they keep in 
London, he stressed the “ special considerations ’’ which arise in the case of 
the war-time sterling balances. The extent to which drawings are permitted 
on these has been limited by agreements. But “ in our present situation we 
cannot afford to employ so much of our resources for this purpose as has 
hitherto been desirable ’’. This is advance notice to the creditors that when 
next they negotiate releases from their immobilized balances they must expect 


tougher terms from Britain. But past experience of the outcome of the bar- 
gaining at these separate negotiations does not arouse much optimism that 
the Chancellor’s good intentions will be translated into deeds. 

This, in any case, is a problem requiring international solution. 
were admirable chances of such a solution at the end of hostilities. 1 
were missed by incredible shortsightedness, not to say stupidity, on the part 
of the British authorities at that time. It may be too late now to go back to 
a broadly conceived international scheme for sharing out the burden of these 
abnormal financial obligations such as that which was advanced on American 
initiative at the time of the Bretton Woods conference. It should not, however 
be beyond the wit of statesmanship on both sides of the Atlantic to realize that 
an effective and combined attack on this problem is a condition of hastening 
the return of sterling towards convertibility. Some such solution of the 
problem is necessary if sterling and the sterling area are to play their full part 
in aiding the recovery of Europe. Financial affairs provide one of the fields 
in which there is no need for a third force. 
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New Tussle —_ Argentina? 


OR ihe: first five months of this ear representatives of the British and 

Argentine Governments were locked together i in a seemingly endless bout 

of hiscline. The spectacle was so aggravatingly undignified that, long 

before the financial agreement was signed in June, Argentina had built up for 

f an unhi uppy reserve of ill will in this country. She has done precious 

to allay that ill will since ; her peed in granting import permits for 

goods, her refusal to provide sterling for overdue financial remittances, 

wt treatment of the British employees and pensioners of her nationalized 

y Sys stem and he r pre cipitate demand for a 40 per cent. increase in the 

ice have all offended against both the letter and the spirit of the financial 

st cool Under that agreement Argentina contracted to use the sterling 

accruing from her meat exports for the purchase of certain scheduled British 

goods. If the sterling price of these goods rises as a result of devaluation, 

Argentina may have a good case for requesting a proportionate increase in 

the meat price. But Dr. Ares’ recent bid—and the juggling with the Argentine 

exchange rate system which is but a manoeuvre to back it up—savour of the 
commercial morality of an Eastern bazaar. 

{t seems inevitable, therefore, that the new negotiations through which 
both Governments must now apparently plod will ra place in an atmosphere 
clouded by acute British e xasper ation. The danger is that the British Govern 
ment—faced by a probable rise in this tide of aan if it seems to give 
way to Argentina and by the prospect of having to cut the meat ration if it 
stands up to her—will be anxious first to delay new negotiations as long as 
possible and then, when this is no longer possible, to hurry through them to a 
purely political solution. It has even been suggested that the Government’s 
decision to stand firm or to give way will be decided by the relationship between 
the size of prescnt meat stocks and the date of the General Election. If it seems 
probable that the cut in the ration which would follow a breakdown of negotia- 
tions with Argentina can be deferred until after polling day, the lion may be 
allowed to roar after all. 

Any political approach of this sort would be a grave mistake. Fortunately, 

is now fairly generally agreed in this country that an abject surrender 

Argentina’s demands would merely encourage those responsible for the 
present show of unr pee in Buenos Aires—and would also be a gross 
betraval of — sh subjects and British interests in Argentina. It is not so 
widely realize ye ver, that a rigid “ toes in the ground” attitude by the 
British calieel tie s—a sort of Blimpian refusal to discuss anything at all with 
people who are obviously not gentlemen—would be almost as disastrous. 
Argentina’s present attitude is due only in part to the incorrigible chauvinism 
of some members of the Peron entourage. It springs also, and probably mainly, 
from the Government’s worry and panic about the consequences of its own 
policies. Senor Miranda’s disastrous post-war experiment at industrialization 
has reduced the Argentine economy to such a parlous state that almost any 
professional — ians in such a regime might feel themselves driven to the 
most desper: and disgraceful—short-term expedients. Wise British 
statesmanship now should be devoted to the task of making open some way 
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that Argentina’s aggregate sterling ho — ;—net of outstanding commitments 
could not amount to more than £45 millions before allowing for her deficit 
vith the overseas sterling area since Febru nary, 1948. It has been suggested, 
indeed, that the balan are now so low that the revaluation guarantee 
which came into i result of sterling’s devaluation will not involve any 
payment by Britai i 
ARGENTINA’S REACTIONS 
\ tine soul it may be noted, throw no light on these questions. For 
the few months Argeniina’s apparent foreign exchange reserve, as listed 
in the balan f its Central Bank, has been greater than the true reserve. 
Th have been t I ;for this. First, under the Andes Agreement, an 
idvan Lyin f £100 millions was made by the British Ministry of Food 
At la a t promises to deliver certain specific products. Up toa 
very re it date, at any rate, these products had not all been delivered ; 
Arg balan in the bank had, so to speak, a cheque still in 
oul collection against it. Secondly, the foreign exchange reserve listed in 
e Banco Central return | included more than {10 millions of financial 
mittances al ly owing to foreign nationals—as British investors know to 
heir cost. Finally il the middie of September, the Argentine Government 
\\ liged to maintain a 25 per cent. foreign exchange backing for the internal 
ote circulation now amounting to some 8,200 million pesos. The listed foreign 
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listed as foreign exchange. At the rate of exchange formerly used for translating 
such balances this would come out to just over $460 millions or about {110 
millions—a figure which is almost certainly a threefold exaggeration of total 
foreign exchange reserves at the time. 

It is in the light of this critical reserve situation that Argentina’s latest 
exchange rate manipulation must be judged. As was explained in an article 
in THE BANKER last April, the multiple rate system in Argentina is of long 
standing and tolerably respectable ancestry. It was originally devised at a 
time of foreign exchange scarcity as an alternative to an import rationing 
system which the country’s administrative machine was too young to handle. 


ARGENTINA’S SELECTIVE DEVALUATION 





Old Rate New Rate 


} es —- 
or Main Goods ( Ory H 
Category Tai ods in Category | Pesos per £ | Pesos per £ 
are er aaa | eo ee 
=xPORTS | 
Basic | Staple agricultural products (meat, grain, 13.53 | 9.40 
linseed, etc.). 1 | 
, } | 
- - - - ~ —< - anal = = oe | ——— —— 
t 
Preferential (a) Hides, wool and other secondary agricul- | 13.53 13.53 
tural products, machinery and some 
manufactured goods } 
- —_—— - —-- _ - -—----——| : NSS ee ee 
Preferential (5) Powdered milk, cheese, eggs, quebracho | 16.04 16.04 
extract, wine and most manufactured 
, 1 ! | 
Yooads. | 
Special .. | Chiefly manufactured goods which meet | 20.15 } 20.15 
substantial foreign competition on | 
neighbouring markets. } | 
—— Sees See — cig 
[IMPORTS j 
Preferential (a Government-handled imports, including | {5.04 10.45 
vil products and coal | 
Ss aneueies 
' : 4 4 . ‘ 5 ; 5 7 , 7] x | 
Preferential ()) Other imports on “ essential ”’ list 17.04 15.04 
: catia ated ntoaeee , ae Ss 
Basic Other articles not classed as luxuries 17.04 17.04 
| 
ee a nanan Sera ease ats Ss a 
Auction Luxury imports 19.89 | 19.89 
FINANCIAL SERVICES 
juying a For foreigners wishing to invest in 19.30 25.20 
Argentina 
a ie eg ce a a aac 
. ° ds | \ 
Selling | For remittance of dividends and other | 19.37 | 25.25 


financial payments abroad. 


Until August, 1939, the system comprised a basic rate, at which exchange for 
a certain minimum of essential imports was guaranteed, and an auction rate 
which obliged those who wanted to utilize scarce foreign exchange to pay the 
market price for it. 

Since 1939, however, Argentina has extended the structure—and the 
spread—of her multiple rate system beyond all recognition. The purpose of 
his extension—as will be apparent from the first set of rates shown in the 
accompanying table—was frankly protective. The arguments against it are 
therefore the familiar arguments against restriction of trade. Indeed, before 
September 18 there was nothing in the exchange rate system which could 
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not have been secured by a discriminatory structure of customs duties on 
‘inessential ’ imports and of export subsidies for infant export industries. 
But the multiple rate system created two temptations which the old system 
of trade regulation through fiscal policy would not have done—and these 
temptations Argentina has found it impossible to resist. In the first place the 
system made a “ whipping boy ”’ of the foreign investor. Every depreciation 
of the rate applied to financial services means that less foreign exchange 
need be paid out to those with existing investments in the country, while, 
theoretically, the short-term enticement to new foreign investment is increased. 
The largest of the recent differential changes in the peso’s value is, indeed, 
specifically de signed to attract such an inflow. Thus an American company, 
which was considering the establishment of a new factory in Argentina, will 
find the cost of the local labour and materials required for the setting up 
of such a venture nearly half as cheap now as it was in September, thanks 
to the depreciation of the so-called “ free ” peso rate. British companies with 


— stments in Argentina, on the other hand, will find the sterling value of 
their home es remittances cut by 23 per cent. ; American companies with 


existing mimerintneore in Argentina will be even harder hit. Incidentally, this 
new penalization of foreign investors makes it important that the British 
Government should insist that remittances overdue on September 18 are paid 
out at the old rate. 

Secondly, Argentina has found that the multiple rate system can be used 
to reap for a country the advantages of discriminatory monopoly in inter- 
national trade. ise old Schachtian system, which in effect foisted on countries 
in poor bargaining positions a Re ichsmark with a lower value than that paid 
out to col aiaine which pote stand up to Germany’s wiles, was, of course, 
deliberately designed with that end in view. It has been argued by some 
American economists that the Argentine system, wherein the value of the local 
currency does not vary between one supplic r (or market) and another but only 
between one (home or foreign produce 1) commodity and another, should not 
lend itself to such potent misuse. F 
rate system sells its separate snmaeeiiiies s in sharply separated mark 
1 come in through the window though the 


ut when a country which has a multipk 
ets, 
discriminatory trade practices car 
ban on differential cross rates has offici wid thrust them out through the door. 
The Argentine decision not to devalue the peso for the purpose of the “ basic 
export ’’ exchange rate (which applics to commodities exported to Britain) 
while devaluing it for so-called ‘“‘ preferential ’’ exports (comprising commodities 
sold in more competitive markets) means in effect that Argentina is attempting 
to go back on the Financial Agreement signed in June by adopting deliberately 
ft hag measures against Great Britain. The decision to maintain the 
basic export rate and to devalue the peso for financial transfers are the two 
most objectionable features of Argentina’s recent exchange manipulation ; 
the only other surprise—the decision to maintain the basic import rate—is in 
effect merely an unwise attempt to re-introduce subsidies on essential (and 
Government-handled) imports of coal and oil. 

The maintenance of the basic export rate will have unfortunate internal 
as well as external effects. Unless sterling prices paid for Britain’s purchases 
from Argentina are increased by 40 per cent., surely an inconceivable propot- 


tion, the position of Argentine agricultural producers vis-d-vis the country’s 
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high cost industrial producers will be worsened as a result of the new juggling 
act. Indeed, it is now quite probable t th: it the hactendas, finding their labour 
and equipment costs rising, will be unable to maintain their export output at 
the minimum rate of 300 thousand tons a year guaranteed under the Jun 
agreement. Even before the devaluation, the rise in costs was having an 
adverse effect on prod me m—Argentine meat exports have been running up 
to schedule since June larg “ because they have come from accumulated 
stocks. Unfortunatel ly, too, it is not merely the production side of the industry 








which is falling inte di cay. The delicate machinery of distribution, both withi: 
the country and from the ports, which was built up with almost loving care by 
British enterprise in the inter-war period, has been battered by the bludgeo 
of State trading for nearly a decade. The priceless reservoir of material a: 


and immaterial ‘‘ know how” associated with it is being depleted 
alarming rate 


ANGLO-ARGENTINE RELATIONS 


The time left for a reversal of this trend is now very short. The Tesource 
which could make Argentina prosperous need to be revitalized | 
run out. The increase in \rgentine production which could follow the inj ect mn 
of more capital—and the inspiration of a change in heart in Buenos Air s—i 
so vast that the country i; potentially, probably the most profitable invest- 
ment outlet in the world. But that investment will not flow into Argentin 
unless there is a radical change in econ ymic policy there—and such a change 
will not take place unless an inflow of foreign cage al gives the Government 
some room i which to manoeuvre. Ur fortunately, there is no guarantec, 
although there is some ground for hope, that the change in policy would ta! 
place even then. 


yetor they 


This, then, is the situation which will confront the British Government in 
any new negotiations with Argentina. It is a situation which will offer a 
challenge to the statesmanship of all concerned. Nobody will suggest that 
Britain, in her present strai ied ‘ircumstances, should herself assume the 





responsibility for bolstering up Argentina’s exchange reserves either by paying 


an unfairly high meat price or giving way to any other demand which involves 
greater outlay (alt hough it is not so clear whether any request for another 
advance payme nt should necessarily be dismissed out of hand). But there 
should be some scope for a wide approach. Some at least of Argentina’ 
present troubles spring from Senor Miranda’s early decision to cut the country 
off from the machinery which was set up to regulate the flow of international 
trade and international investment in the post-war world. Argentina spurned 
the Bretton Woods organizations because she professed to believe that member- 
ship of these involved a denigration of economic independence. It is perhaps 
not easy for a proud country to go back on a mis red n decision of this sort 

But at least it should be made clear that any moves in this direction would 
meet with the most friendly sympathy and—so far as possible—sponsorship 
from this end. It would be a great achievement if Anglo-Argentine negotiations 
could be lifted from the present plane, where a bout of rather surly horse- 
trading is threatened, to the plane of co- operative and constructive effort to 
overcome the very real threat which Argentina’s unhappy position presents 
to the living standards of both countries. 
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France since Devaluation 
By Charles R. Hargrove 


Paris, October 18 

OWHERE on the Continent was the shock of the devaluation of sterling 
Ni terms of dollars more severe than in France, and yet, oddly enough, 

nowhere else—except, perhaps, in Belgium—had the devaluation been 
so persistently and emphatically demanded. The explanation of the anomaly 
is simply this, that the brutality of the devaluation caught France unawares, 
Had it been relatively moderate, there would have been no need to modify 
the franc rate on London, while, at the same time, the commercial rate on 
New York could have been raised to the level of the financial rate, and France 
could thus have rid herself of the system of differential rates which she had 
adopted reluctantly in January, 1948, when the so-called “ free ’’ market for 
dollars was established. 

It had long been known that the Minister of Finance was determined to 
seize the opportunity offered by a devaluation of sterling to re-introduce a 
ingle rate for the dollar, so that exporters to the dollar zone might escape the 
liscriminatory treatment under which they had been receiving nearly 60 
frances less for each dollar earned than the tourist or the importer of capital 
had been receiving for cach dollar he might offer to the Exchange Stabilization 
Fund. On the eve of sterling’s devaluation, the commercial rate for the dollar 
was Frs. 272 and the financial rate Frs. 330, the former rate being fixed at 


1 


‘e between the “ free’ or fluctuating financial rate and the old fixed 
rate of Frs. 214 as noted on the records of the I.M.F. To satisfy British suscep- 
tibilities it had been arranged that the sterling rate should, in accordance with 
the c -rate, be roughly four times the New York commercial rate, and as 
the financial rate for the dollar was allowed to rise gradually, the pound, by 
the process of monthly readjustments, also rose from Frs. 864 in January, 
1948, to Frs. 1,097, which was its value on September 16. Had Sir Stafford 

.30 or so, the dollar rate might have 
been established uniformly at Frs. 330 and the pound rate left untouched at 
Frs. 1,097. But Sir Stafford had little regard for what might happen in Paris 
when he was seeking a profitable rate for sterling in terms of the dollar. And 
the rate of $2.80 was justly accepted by M. Petsch, the Finance Minister, as a 
faux de combat, against which immediate defensive measures had to be adopted. 

All this was explained frankly in a semi-official communique issued from 
the Cabinet on September 19. This pointed out with excusable pride that, in 
the light of the franc’s appreciation in foreign markets and the gold quotations 
on the free Paris market, there would seem to have been no reason for raising 
the dollar’s value above Frs. 330. But, given a sterling-dollar rate of $2.80 
and the franc rate on New York at 330, it would have been necessary to accept 
a sterling rate on Paris of Frs. 924. This would have involved serious dis- 
advantages for French exports to the dollar and sterling zones as well as for 
those to other countries following the British example. Probably as much as 
two-thirds of France’s commercial transactions would have been affected. In 
consequence, the communique continued, it had been decided to adopt a 
dollar rate of Frs. 350, with a resulting rate of Frs. 980 for the pound. 
The communique was not too carefully worded, because it seemed to imply 


Cripps adopted a cross-rate of about $3 
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a fixed dollar rate, whereas in fact the rate continued to fluctuate—it was 
allowed to fall to 349 by October 10. Another blunder was a calculation which 
received wide publicity in the Press that the franc had been devalued by 
27 per cent., whereas the facts are that the dollar had appreciated by 28.67 
per cent., but the franc depreciated by 22.3 per cent. If the dollar rates be 
taken as a basis, the franc is now worth 2.545 milligrams pure gold, whereas 
in August it was worth 3.266 milligrams, a year ago 3.372, four years ag 
7.401, five years ago 17.77, and before the 1940 collapse 21.006. 

As a result of the general cascade of exchange-rate realignments the French- 
man finds the Swiss, Portuguese and Canadian currencies considerably dearer 
the Belgian and Italian currencies slightly dearer, the German little changed, 
and the sterling area, Scandinavian and Dutch currencies regret ably cheaper 
Inevitably, many persons have been trying to guess how trade will be ; 
by these numerous changes. Conclusions of this sort are always lia! ig to be 
vitiated by internal price rises both here and abroad, and by falls in work 
prices under the influence of increasing production. But a brief review o 
existing conditions and prospects may be worth while. 

French imports and exports from and to the three main groups of foreign 
countries were as follows (all figures in millions of dollars) for the first half of 


this year 


A 
me 
CQ » 
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Imports i°xports Difference 
Dollar zone $i 424.7 57.2 — 387.5 
Sterling zone ; , . 374-4 168.8 — 205.0 
Other currencies ; , 471.1 569.9 + 98.8 


Exports cover 13.5 per cent., 45 per cent., and 121 per cent. respectively 
imports from the three zones. 


In the first zone France should be able to sell more cheaply terms of 
dollars while buying more dearly in terms of francs, but an inc rease in French 
exports to America will only come about if internal prices do not rise unduh 
(at the moment a big supposition in view of the instability of government and 


the agitation fox higher wages), and also if France can face British competition 


> 


4 


when stimulate d by the 32.80 cross-rate. For the moment, fortunately, two- 
thirds of France's imports from the wove “i area are financed by Marshall Aid, 
and, if that is destined to diminish rapidly, there are hopes here of easing the 
strain by savings in imports and changes in sources of supply. The Government 
communique mentioned above pointed out that dollar imports consist chiefly 
of wheat, coal, oil and cotton, but that another good harvest would enable 
France to suspend wheat imports, that there are hopes of replacing American 
coal (already arriving in far lower quantities than a year ago) by German, 
British and Polish, and that the sales prices of American cotton and oil can 
be reduced by a system of compensation based on imports from other than 
dollar sources 

In this connection it should be remembered that with the dollar at Frs. 350 
the sums available in “ counterpart francs”’ accruing to the Treasury from 
sales of goods imported under the Marshall Plan should increase PY some 
Frs. 50,000 millions. It is possible that, with the approval of E.C.A., part of 
this windfall might be employed to keep the prices at which essenti: re goods 
of American origin are distributed from rising more than very moderately. 

As to trade with the sterling zone, here imports should be cheaper—pro- 
vided sterling prices do not rise. But French exports have been made more 
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dollar zone, efforts at which have so far signally failed, in part because they 
have not been very serious. But few people are willing to go further than 
saying that what is lost on the swings should be gained on the roundabouts 
and that France’s best chance remains in reduction of costs of production 
through harder work and better organization. 

The unfavourable aspects of the new situation have to be faced. Two of 
these are specially important. First there is the psychological effect of the 
devaluation of the franc in dollars and gold upon the painfully slow rehabilita- 
tion of the franc in popular esteem. Secondly, there is the danger of an accen- 
tuation of the ever-mounting pressure against the barrier holding down wages 
and prices. 

As the Press has advertised with apparent glee, this is the tenth devaluation 
within thirty years and the ange since the war. The doilar was worth some 
five francs forty-five years ag , had risen to 25 fourteen years later, fell back 
to 15 for a brief period after the lowering of the dollar’s value in terms of gold, 
had climbed back to over 43 when the second world war broke out, was fixed 
at 119 eighteen months after the Liberation (tis, incidentally, is the rate still 
used for the official valuation of the gold reserve), was appreciated further to 
214 less than two years ago, mounted to 272 last April and now stands at 350. 
To the ordinary Frenchman it is no consolation to know that the pound has 
declined from 1,097 to 980 because the pound lost its attraction for him quite 
along time ago. He holds his hoards in dollars and gold. 

[Immediately after the announcement of the new dollar rate there was 

considerable demand for gold on the official free market, but 1t was quickly 
satisfied by the authorities. It is noteworthy that the French Jouts, which on 
September 16 was quoted at Frs. 4,360, was only fifty francs higher in mid- 
October. The excitement in this market was soon over, just as it was on the 
Bourse, as soon as the obvious readjustments had been made in the prices of 
gold and other sterling stocks. Similarly, the black market dollar note quota- 
tion, which had been Frs. 377 in mid-September, or some Frs. 35 above the 
ficial dollar rate, rose in step with the official rate, so that the difference 
between the two is now almost exactly the same as it was before devaluation. 
Since in the interval a Government has resigned and the old trouble over 
wages has begun to dominate the political scene, the behaviour of the gold and 
dollar stocks must be considered highly satisfactory. But it cannot be said 
that the latest currency devaluation improves the prospect of a revival of 
the public’s appetite for public or semi-public loans, which cannot be post- 
poned for very long now that a sharp reduction in the flow of Marshall dollars 
is coming into sight. 

Perhaps the French people are becoming proof against shocks from the 
exchanges or perhaps they have hoarded away almost all the gold and dollars 
they can afford to hold in reserve. But the prospects of escaping the worst 
eflects of the second danger implicit in devaluation are not so bright. The 
new exchange rate ‘annot but help to stimulate the idea, so industriously 
propagated by the Communists and gaining ground rapidly in the ranks of labour 
of every political persuasion, that since prices have risen, are rising and are 
bound to rise more, wages must now be increased again. As these lines are 
written it has not yet been found possible to find a successor to the Government 
of M. Queuille, which came to grief on this issue after over a year in office. The 
dread of a return of the vicious spiral gives unusual strength to the resistance 
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of moderate parties to a readjustment of wages, but it is fairly safe to predict 
that concessions will be granted in one form or another by some Government 
or other in the near future. The danger is that even if increases are modest 
and specified as non-recurring, they may be the beginning of a more wholesale 
surrender to the forces of inflation. 

Quick and firm decisions by a united Cabinet in September might have 
checked the growth of the present agitation, for its ostensible excuse is an 
increase in the prices of food and other essentials which is insignificant as 
compared with a year ago. The new pressure for higher wages is frankly of 
political rather than of economic origin and could prob: bly be effectively 
countered by judicious concessions, such, for instance, as a system of relief 
for partially unemployed workers or an increase of pay tied to any increase of 
output. Although such steps could have been taken more easily when the 
change in exchange rates was first announced, it would appear that the latest 
battle is not yet lost if only because the nation has had a glimpse of the paradise 
of stability in these past six months and more. The public will resolutely 
oppose policies which tend to destroy the vision. Indeed, there are many 
indications that, howe ver the battle goes, it will serve one good purpose, that 
of making an end of Governmental control of wi izes In an economy which 
is rapidly shedding all other controls, amid almost universal popular approval. 
This is not a prospect which either employers or workers accept with enthv- 
siasm, nor is it a solution which will terminate the wage struggle, “ the 
continuance of such a struggle is the main hope for the triumph of the Com- 
munist cause. But a shedding of control over wages has come to be regarded 
by almost everybody concerned as the only alternative to a system which 
has proved its ineffectiveness by introducing inequalities which are flagrant, 
by reducing wage differentials to a dangerous minimum, by undermining the 
authority of employers, and by forcing the unions into politics. Sir Stafford 
Cripps, who must share the responsibility for the devaluation of the franc 
and the downfall of the French Government, may also have to bear his share 
of re sponsibilit y for a further important step in the road back from socialist 
doctrine which France has been so resolutely following for the past two years. 
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Sweden’s Devaluation 
By Lars- Erik Thunholm 


STOCKHOLM, October 14 


HE question of the foreign exchange rate has been in the forefront of 


discussion in Sweden ever since the ill-fated revaluation decision of July 


1946, when the Swedish krona was appreciated by 17 per cent. Seen in 


retrospect, this measure was obviously a serious mistake. The purpose of the 
revaluation was to ward off the influence of rising world prices on the domestic 
price level in Sweden. In that sense it might have been a wise policy, but only 
on one condition, namely, that the Government h dor 
thing in its power to keep the internal inlle tionary forces under control. In 
the event, the Government was not willing to enforce the rigorously restrictive 
monetary policy which could alone have served to check the inflation. Wage 
rates rose rapidly owing to the pronounced shortage of labour, and a very 
strong tendency towards increased consumption and increased capital expen- 
diture caused an upsurge of imports. 

From the very outset, therefore, confidence in Sweden’s ability indefinitely 
to maintain the krona at its new level was conspicuously lacking both at home 
and abroad. Heavy speculation against the krona had developed even by the 
later months of 1946, and this speculation has no doubt contributed decisively 
to the very adverse dev elopment of Sweden’s bs balance of payments in the 
subsequent years When th authorities finally got the situation more or 
less in hand, externally through a rigorous system of import restrictions and 
internally through a reduction of building aya eae nce ange Padmecnem 
stabilization based on an agreement with the trade unions, the greater part of 
Sweden’s monetary reserves had already been lost and the Swedish k rona was 
no longer a hard currency. The deterioration is illustrated by the drop in the 
Riksbank’s gold and exchange resources from around 3,000 million kronor in 
ag ghee eesamroteni ie ane atcsaacemge Sige summer of 1948. 

Until the closing months of 1948, however, the question of a reversion to 
the old exchange rate, as a means of a the pressure on the balance 
of payments, was never seriously discussed. So long as Swedish export goods 
enjoyed a steady sellers’ market with rising prices, the wisdom of such a step 
would, of course, have been very debatable. It was not until the setback that 
developed in economic conditions in the United States during the last quarter 
of 1948 began seriously to affect the leading staple export of Sweden—paper 
pulp—that the question of exchange rates again came to the fore. 

Traditionally, the United States is the most important market for Swedish 
pulp exports, and these exports constitute the backbone of Sweden’s dollar 
earnings. In 1947 the United States bought 530,000 tons of Swedish pulp, or 
30 per cent. of the total volume of pulp exports from Sweden. In the latter 
half of 1948, however, the situation on the American pulp market altered 
radically. Prices fell sharply and buyers became very reluctant to place any 
orders for the comparatively high-priced Swedish pulp. Swedish sales for the 
whole of 1948 thus dropped to 300,000 tons and during the first half of 1949 
practically no sales at all were made. This is partly to be explained by the 
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sterling devaluation on September 18 put the whole matter in a new 

In the landslide of currency adjustments caused by this momentous 
step the resistance to a krona devaluation was swept away. There was never 
really any question but that Sweden would have to follow Britain’s lead, 
particularly since Norway, Denmark and Finland did so almost immediately. 
What complicated the situation, however, was the unexpected extent of the 
sterling devaluation. In the earlier debate about the value of the krona, 


advocates of devaluation had had in mind a restoration of the exchange rates 
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The issue with which the 


Swedish authorities were confronted after the sterling devaluation was, there- 
fore, not Whether to devalue or not, but whether to devalue to the same extent 
as Britain. During the day following the sterling devaluation the Swedish 


Government 





und the Riksbank had v: 
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ry prolonged discussions on this matter 


with the leaders of the various politi al parties, with representatives of the 
banking and business communities and with the trade unions. When they 
finally made up their mind it was decided that the krona should follow the 
ound all way. Thus, the pound rate was kept unchanged and the dollar 
ate W Kr. 3.00 to Kr. 5.18. While, on the face of it, this adjust- 
ment implied a d luation of the Swedish krona by 30.5 per cent., the effect 
f the appreciation in 1946 should also be taken int greys On the basis of 
the dollar rate of Kr. 4.20 quoted before July, 19460, the depreciation of the 
kre 1 lo] is only 19 re while the krona is still appreciated 

WV ga old pound 1 of Kr. 16.95 
low the pound all t vay did not reflect a unanimous 
pinion wed In { , during the discussions preceding this de« ision, 
the opinion was voiced in various quarters that Sweden should content herself 
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On the other | , there was also much to be said for the full 30} per cent. 
levaluation. First, the need to defend the competitive position of Sweden’s 
export trade was strongly felt. A devaluation by 20 per cent. would probably 
have been sufficient to alleviate the plight of the pulp industry. But it would 
have upset the competitive position of some other industries v1s-d-vis Great 
Britain. Many Swedish ge ods are competing with British goods on the world 
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Presented with these arguments for and against a devaluation on oe 
British scale, the Swedish Government had a very difficult decision to m 
No doubt a more limited devaluation would have been the less halen 
alternative from the point of view of the inflationary risks. But it would have 
put serious obstacles in the way of the Swedish export drive and would have 
necessitated very energetic measures to cut costs and thus keep the export 
industry competitive. Apparently, the Swedish Government did not feel equal 
to this task, which probably could not have been solved without administ ring 
a certain dose of deflation to the Swedish economy. In choosing the other 
alternative—by devaluing immediately and to the full extent—it took the line 
of least resistance. After all, considering the political factors which are 
restraining the liberty of action of a Socialist Government and which particu- 
larly exclude a deflationary policy, this was perhaps the only possible course. 

In judging the probable effects of the devaluation upon Sweden’s economic 
situation one must bear in mind this defensive aspect of the exchange adjust- 
ment. The British devaluation forced the Swedish authorities to devalue the 
krona to the same extent, although they were against such a measure in prin- 
ciple and in any case would not have dreamt of going so far as 30 per cent. 
on their own initiative. In line with this defensive attitude, current expecta- 
tions in Sweden about the possible benefits, in the form of an increase in the 
value of exports, to be derived from the devaluation are not very high. Some 
stimulus to the exports to the dollar area may be expected, particularly in the 
case of pulp exports to the United States, the Swedish producers now being in 
a better position to adjust their prices to the American price level without 
selling at a loss. Probably the exports of machinery and steel products to the 
Western Hemisphere will also be stimulated, especially in cases where Swedish 
— are competing with American firms. Some export possibilities may 
also arise in certain lines in which, before the devaluation, the Swedish goods 
were entirely excluded from the American market owing to their high price. 
The ultimate effects on Swedish exports will, of course, depend very much on 
the future trend of prices in America. If the downward adjustment that has 
taken place during the past year continues, as might very well be the case if 
the increased European competition for the dollar trade puts an additional 
pressure on U.S. prices, the point would soon be reached at which an increase 
in the volume of Swedish exports would be absorbed by the drop in export 
prices 

If, on the other hand, American prices tend upwards again, the export 
prospects will, of course, be much brighter. In such a case there would be 
good hopes of improving the Swedish balance of dollar payments considerably, 
at least for some time to come. But problems of another nature would then 
come to the fore. The rising trend of prices would also affect Swedish imports 
and might threaten to upset the internal economic equilibrium in Sweden. 
The Government’s efforts to freeze prices and wages would then break down 
and the Swedish export industries would again be confronted with a rise in the 
cost level which would hamper their effectiveness in international competition. 

In Sweden, as in most other devaluing countries, the question of these 
inflationary risks has dominated the discussion of the situation created by 
devaluation. At first, official spokesmen took a rather placid view of these 
risks, on the theory that imports from the dollar area constitute only about 
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10 per cent. of total Swedish imports and that therefore the immediate effect 
of the devaluation on the price level in Sweden would be rather insignificant. 
Second thoughts have made people much less re-assured on this point. During 
the first half of 1949 aggregate imports from the United States, Canada, Brazil, 
Switzerland and Belgium made up one-fifth of total Swedish imports, so that 
the immediate effect of devaluation on import prices will be far from negligible 
Nor will the price rises be confined to imports from such non-devaluing coun- 
tries only. Post-devaluation developments in Great Britain and other devaluing 
countries have shown a very definite rising trend in pric 5, and this will no 
doubt make itself felt in Swedish import prices as well. Though there are also 
favourable factors to be taken into account—one is that Sweden is virtually 
self-sufficient in foodstuffs and has had a fairly satisfactory harvest this year 
~some rise in consumers’ prices will probably be inevitable unless counteracted 
by strong Government measures. 

The crucial question, therefore, is whether the Government will proceed to 
the major adjustments of its own policies which are essential to safeguard the 
beneficial effects to be derived from the devaluation. In Swedish business 
circles the opinion is that the devaluation should be taken as a starting-point 
for a ‘‘ dash for freedom ’’, that the burdensome trade restrictions should now 
be removed wherever possible, and that any renewed inflationary pressure 
should be countered by the traditional methods of monetary and fiscal policy. 
There is no sign, however, that the Swedish Government is entering upon any 
such course of economic policy. Rather, there is apparently an inclination in 
Government circles to try to keep prices down by way of subsidizing certain 
essential imports, by lowering indirect taxes and by reinforcing the system of 
oficial price control. This will inevitably mean a decline in Government 
revenue. While, from a purely fiscal point of view, this decline might be 
accommodated merely by a reduction in the present budgetary surplus, such 
a course will not solve the inflationary problem arising from the devaluation. 
On the contrary, the budgetary surplus has so far been one of the main and 
most effective instruments in the anti-inflationary policy and any reduction of 
it now will add to the inflationary pressure. This has also a bearing on the 
possibilities of increasing exports. The Swedish export capacity is still very 
largely limited by the high level of consumption and investment in Sweden. 
While the volume of industrial production in Sweden has risen by 45 per cent. 
compared with 1938, the volume of exports is still 15-20 per cent. below the 
1938 level. If devaluation is to give Sweden any considerable relief in her 
international payments, more export goods must be made available. An 
increase in the inflationary pressure in the country would, of course, make this 
task much more difficult. 

Whichever turn the trend of world prices takes, the devaluation thus carries 
in its wake a great many problems and risks that threaten to counteract the 
immediate benefits to be derived from the exchange adjustment. It may be a 
good thing that an effort has now been made to re- establish equilibrium between 
the krona and the dollar at a new level. But in order to defend this new level 
it must be supported by a very courageous and purposeful economic policy in 
Sweden with a view to checking any renewed upsurge of inflationary tendencies. 
If this task proves too difficult for the Government the position of Swedish 
exports will soon be back again where it was before the devaluation. 
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and, in October, 1947, the cost-of-living index declined for the first time. 
A comparative stability, which has lasted to this day, was attained. It was 
inevitable that some months of dc pression should follow this abrupt turn of 
the tide. Industrial output declined, demand from the home market dwindled 
and large speculative stocks had to be liquidated at falling prices. By the 
middle of 1948, however, it was cleat that the disadvantages involve ed in the 
Government’s disinflationary policy were more than counterbalanced by the 
growing confidence in the future of the lira and in the stability of prices. In 
these months of difficult re-adaptation Italian industry and trade were able to 
profit by the seller’s market abroad. In 1946 Italian exports had amounted t« 
$374.29 millions ; in 1947 they increased to $665.58 millions ; and in 1948 to 
$1,067.62 millions. As Italian imports in 1948 amounted to $1,498.90 millions, 
a deficit of $431.28 millions was registered, but this was more than made good 


by E.R.P. and other foreign aid and Joans and by the return to Italy by the 


Brussels Lia, partite Commission of $40.1 millions of gold (of which, however 
$25.7 milli were immediately paid to France and Yugoslavia in accordance 
ath the Pea ‘ace Treaty). As a result of these transactions, Italy added $141.6 
millions to her hard currency reserve in 1948. By the end of August, 1949, her 


total foreign currency reserve was estimated at $340 millions, Swiss Francs 30 
millions, and sterling £70 millions, and the gold reserve—which is not listed 
as such in the Bank of Italy’s returns because Italy has not yet announced 
the lira’s official parity to the apna Monetary Fund—was estimated 
at 108 tons. This was increased to 225.2 tons last September when the Italian 
Treasury purchased 116.6 tons of gold from the United States at the official 
price of $35 per fine ounce. After this purchase Italy’s foreign currency 
reserves were estimated at $219 millions, Swiss francs 30 millions, and sterling 
{70 millions. 

This remarkable recovery has been achieved only at t 
sacrifices at home—sacrifices which may not always be apparent to casual 


1@ cost OF grave 


visitors from European countries with more equable standards of austerity. 
The disinflationary effect of the Government’s policy—no other fi cial policy 
could have saved Italy from complete bankruptcy-—caused a sharp rise ir 
unemployment, from 1,400,000 in January, 1946, to 2,220,000 in January 
1048. Italy’s standard of living is probably the lowest in Western Europe. 
The national income is estimated at about Lire 5,500,000 millions, which, 
ulowing for price changes, is equivalent to about go per cent. of that in 1938, 
but as the population has increased by practically 10 per cent. since 1938, per 
capita income is now equivalent to only about 84 per cent. of 1938. In 1948 
consumption amounted to only $184 per head. During the last two years 
Italy has been making a determined effort to live within her income while at 
the same time doing everything possible to increase production. With such 
an aim in mind it has evidently been impossible to carry out a programme of 
fullemployment and to launch the other schemes of the welfare state, schemes 
which, although most desirable in themselves, cannot be afforded by a country 
which is having to fight the battle for recovery tooth and nail. 

The Government has pledged itself to balance the budget by 1952. The 
budget deficits have already been drastically reduced. The deficit, which 
amounted to Lire 373,000 millions in 1945-46, expanded to Lire 579,000 
millions in 1946-47 and Lire 787,000 millions in 1947-48, but was cut to Lire 
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in I lor 1949-50 a deficit of only Lire 174,000 millions 
is estimated. During the last 17 months, moreover, the Treasury has beep 
ible to finance its deficit by short-term loans without calling on the Bank of 
taly for new notes. The note circulation has continued to increase, but more 
owly than two years ago and apparently without exerting any significant 
utionary prt Most of this new expansion in the volume of money is. 
reover, the counterpart ci Italian export surpluses (accumulat - because of 
ty of securing a return flow of imports from the particular 
markets concerned). Since the beginning of this financial year the pwns. 
has been making much smaller rae smands on the money market, thanks to the 
reduced budget deficit ; in consequence more and move of the country’s savings 
are becoming available for produc tive investment by private enterprise. This 
rise in productive investment should help to increase the national income and 
to reduce unemployment in ‘ neoalaaaiies industry. Despite the high interest 
rates still ruling, there are many people here who would doubt the criticisms 
made by the E.C.A. survey last june to the effect that private investment in 
[taly, even if given its head, cannot be counted upon to expand industrial 
| ) iwh. 


mi 


the tmpossib1 


plants quickly 
One intractable problem remains. the problem of chronic over-population 
is one which Italy cannot hope to solve without external help. The Italian 
opulation increases on an average by 400,000 each year. The formation of 
fresh capital has never kept pace with the rate of increase of the population 
and emigration has been the safety valve which has made it possible for Italy 
to improve her standard of living during the last 80 years. It appears that 
only through emigration can Italy hope to achieve complete recovery now. 
Undoubtedly, a great deal can still be done by italy herself, particularly in the 
development of her depressed areas in the south, but it still seems that the 
problems of avoiding unemj; loyment and of promoting generally a reasonable 
standard of living cannot be definitely solved without extensive emigration. 


REACTION TO STERLING'S DEVALUATION 


hanks to her two years of effort, Italy had achieved comparative financial 
stability before the devaluation of sterling started the wave of currency re- 
adjustments, and the lira had not been he Id at any arbitrary parity involving 
over-valuation. No radical adjustment in the lira in response to sterling’s move 


vas necessary. The Government, which, despite its avowed policy of free 
trade and free enterprise, has kept a tight control over the main features of 
the Italian economy, decided in this case to allow the lira to find its own level 
on the market. It should be added that the exchange market in Italy is not 
as free as is sometimes believed—the Government usually maintains effective 
control simply because it is the largest operator. Thus, in the days that followed 
the devaluation of sterling, the Government could risk throwing large sums 
from its dollar reserves on to the market because it knew that these dollars 
could be used only for imports which had to be licensed ; if the licences were 
not obtained, these same dollars would have to be re-sold to the Exchange 
Control Office within 60 days. Thanks to operations of this sort, since sterling’s 
fall the lira’s depreciation in terms of the dollar has never been greater than 
10 per cent. and has now been reduced to between 8 and g per cent. The same 
tactics were followed on the Italian stock markets (which, incidentally, did not 
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close, even for a day). Immediately after the announcement of the devalua- 
tion + sterling, security prices, like those for foreign hard currencies, showed 
, tendency towards a steep uptrend which would have had serious repercus- 
sions. But the Government intervened with massive sales of leading stocks 
which stifled this speculative boom at its birth. Government brokers even 
sold dollars and Swiss francs on the “ really black "’ currency market to damp 
down speculative rises. 

Italy has never announced an official parity for the lira to the I.M.F. 
that the Government is able to adopt a much more elastic monetary policy 
than most other countries can. The new lira-dollar rate which has come out 
of sterling devaluation is Lire 627-629 to the dollar, equivalent to a depreciation 
f 84 per cent. from the former rate of Lire 37 5 to the dollar. The lira-sterling 
rate is therefore now about Lire 1,755-1,709 (against lire 2,317 before the 
devaluation). 

The history of the sterling-lira rate in the last two years is complex. It 
will be remembered that, in November, 1947, Italy decided to abandon fixed 
rates of exchange and to adopt a flexible system by which the rates of the 
dollar, the pound sterling and the Swiss franc were decided day by day on 
the Bourse. As a result, sterling was quoted at a rate considerably lower than 
that appropriate to the official dollar-sterling cross rate at the time. This 
system, which lasted from November, 1947, to November, 1948, involved, as 
is well known, considerable dollar losses for Britain, since Italian operators 
found it profitable to buy sterling area raw materials (especially wool and 
rubber) at the low sterling rate and sell them for dollars at a high rate without 
processing them in any way. ay accumulated a great deal of sterling to 
play with in this way during these 12 months, as, des pite the low rate for 
sterling, Italian exports to Britain ene to the sterling area expanded steadily. 
When, following British protests, the sterling rate was brou ght back into line 
with the dollar-sterling cross rate in November last year, it automatically rose 
to Lire 2,317 to the ¢ from an average of Lire 1,904 in the £ during 1948. Italian 
exports to the sterling area and to Britain bounded upw ard from this date, as 
the new rate meant that profits accruing from exports to sterling countries 
rose by 22 per cent. Thus, whereas exports to Britain amounted to £7.3 
millions during the first six months of 1948, they expanded to {12.5 mil liane 
in the first six months of 1949. Similar rises were registered in exports to the 

ing area. 

ces not only led to the large accumulation of sterling balances 
y—the new rate naturally discouraged Italian imports of British goods 
—but also caused a grave distortion in Italy’ s whole foreign trade. Exporters 
found it much easier and much more profitable to export to Britain than to 
the United States and to other hard currency areas at a time when the change- 
over from a seller’s market to a buyer’s market was taking place. During the 
first six months of this year Italian exports to the U nited States declined by 
nearly 50 “s cent. (they amounted to only $21.8 millions, against $40.6 millions 
in 1948), those to Switzerland declined from $6.8 millions in 1948 to $4.7 
millions in 1949, those to Mexico from $6.7 millions to $1.9 millions. Thesis 
the first six months of this year exports have, in general, increased, but there 
has undoubtedly been a grave deterioration in hard currency earnings. Further- 
more, the high rate for ‘sterling between November, 1948, and September 18, 
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The Two Rupees 
By J. S. G. Wilson 


TERLING devaluation has had unforeseen repercussions on the Indo- 

Pakistan sub-continent. Reactions to it there have divided into two 

clear-cut currency and economic units an area which was formerly a single 
economy and latterly, despite the political division, was still fairly closely 
integrated by the complementary nature of its production and trade. This is 
not to say that political separation would not in any case have crystallized in 
time into a definite economic division, but recent happenings have brought the 
phase of transition to a sudden end, without permitting anything approaching 
full adjustment. In the event, India elected to follow sterling and Pakistan has 
decided to maintain the value of her currency in relation to the dollar. T} 
reasons which prompted these individu ‘cisions are apparent enoug] 
the effe cts which will follow from them are by no means so ¢ ke as. 

India herself did not favour devaluation as a corrective to the difficulties 
in her balance of payments with the dollar area, but the decision of the United 
Kingdom, and the related devaluations by other countries, virtually forced 
her hand. In the new situation, it was impossible for India to avoid similar 
action without detrimental effects on her economy. India’s tra 
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that area. But there was no “‘ obligation ’’ for India to follow sterlin 
Indian Finance Minister implied, simply because of her membership 
nto it (India received only two days’ notice of the British decision), Dr. Matthai 
ind his Cabinet colleagues migh ell have reached a different conclusion. 
Dr. Matthai has now confessed that he ‘‘ would have liked to face this problem 
and come to a decision after a good deal more deliberation than he was allowed 
time for’’. Nevertheless, India must have seen that devaluation was a real 
possibility and should have considered the pros and cons in advance. Australia 
was in a similar position, but had given the matter considerable thought over 
t period of months. As a result, she was not stampeded into making a snap 
decision and her action in following sterling was a deliberate one. 


sterling area. Indeed, it is quite conceivable that if they had not been rushed 
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Moreover, some previous consultation with Pakistan was clearly necessary 
under the terms of the Payments Agreement between the two countries, 
Article I of this Agreement stipulated specifically that “the official rate of 
exchange as between the India rupee and the Pakistan rupee will continue to 
be at par, and will not be altered by either Government except after due notice 
and mutual consultation ’’. It is probably true that when that agreement was 
entered into, the possibility of sterling devaluation was not visualized, and 
the haste with which India felt that she must reach a decision was no doubt 
a good enough excuse for unilateral action. But Pakistan and Ceylon were 
‘informed ”’ of India’s intentions only on the Sunday morning ; there was 
apparently no consultation. In the result, it was India which put herself 
technically in the wrong. If such an agreement is to mean anything in the 
future, there is clearly a case for continuing consultation on these matters. 

Meanwhile, Pakistan had decided not to devalue ; in other words, given 
the decisions of the United Kingdom and of India, she was prepared to allow 
her currency to appreciate against both the pound sterling and the Indian 
rupee to the extent of some 44 per cent. The Pakistan rupee-sterling rate now 
stands at about 2s, 2d., while the Indian rupee-sterling rate remains at Is. 6d. 
Before reaching this decision, the Pakistan Goverame nt “‘ gave very anxious 
consideration to the question ’’’. [In general terms, the Government seems to 
have been motivated by a desire to prevent home prices from rising any further, 
providing this could be achieved without damaging her export trade. From 
many points of view, her decision not to devalue is to be regarded as some- 
thing of a gamble, but all such decisions are. 

The basis of the Pakistan decision was undoubtedly her balance of pay- 
ments position. Devaluation, her Finance Minister pointed out, was a remedy 
for a deep-seated disec uilibrium in a country’s balance of payments, or was 
appropriate where a country had an export trade capable of expansion by 
this device. It was argued that Pakistan’s balance of pa yments position was 
not such as to necessitate devaluation, nor did her exports—almost entirely 
























raw materials—admit of any appr ciable expansion. It is true that for a time 
she did have an unfavourable balance of payments, a this was due principally 
to the di isruptivi effects of partition and was of a temporary character only. 
Kor the twelve months July, 1948, to June, 1949, there was an overall favour- 
able balance of Rs. 48.67 lakhs (one lakh = 100,000). Within this total, a favour- 
able balance with India of Rs. 60.97 pore was offset by a deficit with the rest of 
the soft currency countries of Rs. 25.72 lakhs. But there was also a favourable 
balance with the hard currency areas of Rs. “13. 12 lakhs, including a slightly 
favourable balance with the United States. It was on this basis that the case 
against devaluation was put forward. 

If there had been a devaluation of the Pakistan rupee, it was felt that this 
was unlikely to result in any increase in the volume of exports, partly because 
these consist almost entirely of raw materials, the demand for which was not 
likely to increase very much in response to a fall in price, and partly because 
the supplies of these goods in Pakistan were themselves relatively inelastic. 
A significant increase in production was not within the cé ipacity of the country. 
In particul: ir, devaluation would not have achieved its main object of increasing 
sales in dollar areas ; it would therefore have led to a net diminution of dollar 
earnings. It was realized, of course, that an appreciation of the Pakistan 
rupee in terms of sterling would tend to result in some falling off in exports, 
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particularly to India ; but it was “ confidently expected that after an initial 
period of adjustment ” trade would resume its normal course. On the import 
side, devaluation would have meant a rise in the rupee prices of dollar goods ; 
on the other hand, abstention from devaluation would mean that imports of 
non-dollar goods would actually become cheaper in terms of rupees. 

Reinforcing these balance of payments considerations were two others : 
first, the desire to prevent an increase in, or better still to bring down, the 
high level of domestic prices ; secondly, the need to secure capital imports 
at the lowest possible prices for purposes of development. Fear of any further 
upward pressure on the domestic price level was undoubtedly an important 
influence. In Eastern Pakistan, in particular, marked inflationary tendencies 
have been in existence for some time and it is only recently that these have 
been checked. In these circumstances, the Government was not prepared to 
risk higher prices for essentials in East Bengal. Quite apart from the welfare 
of the inhabitants, a further upward pressure on prices (as a result of the 
inflationary effects of devaluation) must have affected the costs of production 
and therefore the price of rice (which in this instance is grown and consumed 
in the same area) -Rice is the staple food of East Beng ‘al and on its price 
depends very largely the price of raw jute, which ts also produce d in this part 
of the country. Moreover, raw jute is not only Pakistan’s major export, but 
it is also a significant dollar earner. Furthermore, it was hoped that the 
decision not to devalue the Pakistan rupee would tend to bring about a fall 
in prices (as a result of lower prices for imports), which in East Bengal would 
contribute to the relief of a sorely oppressed part of Pakistan’s population. 

In addition, the Government had in mind its plans for the future develop- 
ment of the country. Pakistan is predominantly an agricultural country and, 
in the view of the Government, “‘ ie in need of industrialization ”’. Just how 
far it is desired to push this form of development has not been made clear. 
Presumably, there would be an initial emphasis on light industries and an 
attempt to establish jute, cotton, and ae n textile mills. But there is no 
doubt that large-scale capital works of a more obvious kind (such as water 
conservation and hydro-electric schemes) would assist materially in the 
development of the country. Devaluation would have placed the hard currency 
areas beyond its reach and it is in these areas that Pakistan hopes to find “a 
cheap and ready source for capital goods’”’. It is known that Pakistan has 
been somewhat disappointed at the lack of any inflow of large-scale British 
investment and has therefore come to look to the United States for satisfaction 
of at least some of her capital needs. Maintenance of her exchange rate with 
the dollar has meant that she can still expect to secure the capital goods and 
essential raw materials she requires without additional cost from hard cur- 
rency areas, while from those countries which have devalued, it should now 
be possible to obtain her requirements at much more favourable prices than 
before. If she herself had devalued, her development programme would have 
been jeopardized and she was not prepared to allow this to happen. 

From India’s point of view, however, Pakistan’s decision could scarcely bi 
regarded with equanimity. Pakistan has been supplying the bulk of India’s 
raw jute requirements, some 6.5 lakhs of bales of raw cotton (out of a total 
production of 13 lakhs), as well as a certain amount of wheat, hides and skins, 
and other primary products. In return, Pakistan took from India about two- 
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thirds of her total requirements of coal, a quantity of cotton textiles, and other 
general manufactures. For India, therefore, Pakistan’s decision not to devalue 
means a steep rise in the price of her imports of two essential raw materials— 


cotton and jute. This is the background against which to consider India’s 
measures to neutralize the effect of the new exchange rate on her domestic 


economy. India’s problems are, first, the prospect of an increase of some 40 


per cent. in her adverse balance of payments with Pakistan ; and, second, the 
danger of further rises in the internal price level. Her policy is therefore 
directed towards conserving within the Indian econ my not only stocks of 
‘ssential raw materials, but also irene of goods normally exported to 
Pakistan. Thus, export duties are to be levied on goods intended for Pakistan 
(including coal) “‘ to prevent speculative rises in prices "’ and the Government 
has been empowered to increase its export duties on jute, the import of which 
from Pakistan was at first to be restricted but is now to be bai:ned. In addition, 
India has — a disposition to shift her buying of cotton from Pakistan to 
Egypt and East Africa, where prices are now expected to be somewhat lower. 
Meanwhile, shes is a general standstill on imports from Pakistan and all 
exchange transactions between the two countries are to be controlled in order 
to regulate possible Pakistan capital transfers to India, in anticipation of 
Pakistan difficulty in holding the rate—despite that Government’s announce- 
ment that its decision was “ firm and final ”’ 

This may be a somewhat optimistic view. There can be no doubt that 
Pakistan stands to lose a good de val of her trade in two of her staple exports— 
cotton and raw jute—unless she can reduce her prices. Before the devaluation 
of sterling, the Pakistan cotton price was 7 cents per lb. above the American 
and it will now have to face severe competition from Egypt and British East 
Africa, as well as from Brazil (though the cruzeiro has not been devalued). 
Moreover, the prospects of India’s continuing to buy Pakistan cotton have 
been further impaired by the recent tendency in Pakistan to boycott Indian 
cotton manufactures and the imposition of import duties on Indian cotton 
piece goods. The case for a reduction in raw jute prices is very similar. Paper 
and cotton containers have already begun to replace jute in America, because 
jute is too dear, and it is in the interests of neither India nor Pakistan to allow 
the price to remain high. Pakistan’s present policy might well result in the 
loss of much of her own raw jute trade and in a reduction in the dollars earned 
for the sterling area as a whole. Formerly, Pakistan’s favourable balance of 
payments has rested primarily on her trade with India, and serious interference 
with this would very soon force her into a most unenviable position. Already, 
trade between India and Pakistan is at a standstill and, Si a workable 
arrangement can be agreed upon at an early date, the interests of both 
Dominions must suffer. Some agreed basis for supplying Pakistan cotton and 
raw jute to India at reasonable prices must be found, or the complementary 
character of these two economies will disappear and the standard of living of 
both can hardly fail to suffer. This is a prospect which neither country 
dare contemplate, so that the case for full co-operation and consultation 
between the two Dominions is clearly unanswerable. Political difficulties 
there may be, but anything in the nature of an economic war can only make 
matters worse. The sooner representatives of these two countries meet to 
discuss the situation calmly and in a spirit of compromise the better it will be 
for all concerned. 
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SCOTLAND: 


An Economic Survey 


A Changing Economy 
By F. S. Taylor 


(Secretary of the Institute of Bankers in Scotland) 

HANGE ”, Disraeli told an Edinburgh audience in 1867, “ is inevitable. 

In a progressive country change is constant ’’. The economic history of 

Great Britain during the past thirty years might be described as an 
iuttempt to prove that Disraeli was wrong. Change did not seem inevitable to 
an indust rialist inside the protective walls of his trade association or to trade 
unionists who could secure acceptance of restrictive practices. It did not 
appear so to the farmer who could count on subsidy payments and could dispose 
of his products through masice ‘ting boards; least of all did the idea appeal to 
those pe liticians who believed that the problems of production had been solved 
and only those of distribution remained to be tackled. 

Change could be resisted in days when Great Britain was still a creditor 
nation, when the overseas investments built up by men of Disraeli’s time and 
temper still provided income for their descendants and when, with the help 
of exceptionally favourable terms of trade, overseas receipts and payments 
could be brought approximately to balance. But in so far as resistance to 
change was successful Britain ceased to be progressive. War having dissipated 
these legacies, the economy of Britain has now to be adapted to suit her changed 
status in the world. She is now a debtor nation and, as such, can no longer 
assume that the exports on which her overseas supplies depend can be founded 
on the home market. To ~ manufacturer in a creditor country the export 
market may offer the outlet for that additional production which in so many 
lines greatly reduces costs. For a debtor country like Britain, however, the 
export market and in particular the dollar market must now be regarded 
as the primary one. Many British products must be designed, packaged and 
priced with that end in view, and many desirable goods, such as whisky, 
must remain scarce and dear at home though cheap and plentiful abroad until 
the gap in the balance of payments has been closed. Change once again 1s 
inevitable, and if it is not accepted now it will in the near future be forced 
upon the country in the much less favourable circumstances of nation-wide 
unemployment and food shortage, aggravated by a famine of films and tobacco. 

Scotland, of course, shares with the rest of the country the need to show 
adaptability in the face of present circumstances. The necessity for changes 
in the economy of Scotland, however, springs not only from present needs but 
from past history. The story of Scotland’s over-deps »ndence on heavy indus- 
tries rane been told so often that it need not be repeated here. Mr. C. A. Oakley’s 
article in last year’s Scottish survey in THE BANKER outlined what has been 
done, in the Industrial Estates and elsewhere, to encourage light industry in 
an endeavour to provide greater diversity of employment. 

Bot although diversification may reduce, it cannot altogether do away 
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with, Scotl and’s dependence on heavy industry. In 1948 over twenty per cent. 
of the insured population was still employed in shipbuilding, engineering, the 
chemical and metal trades and in coal mining. Many more were dependent on 
the demand generated by these industries, for it should not be forgotten that 
the heavy industries themselves Spehi outlets for many of the light ones. 


Shipbuilding is the best example of , for the industry is a * ‘ finishing ”” one 
and if it slumps it is not only } plater TS, riveters and boiler makers who will ou 
affected. All who supply any components for ships will feel the pinch, t 


Even without a deep. a switch from liners to tankers, such as is taking ens 
at present, has widespread effects on all the trades which supply equipment 
for the more luxurious passenger vessels. 

In view of this, it must be regarded as one of the most heartening features 
of the present time that the “ old ’’ industries are showing Just as much enter- 
prise as are the newer ones. [Extension and re-equipment of steel plants has 
been pressed forward as fast as shortages will permit, new methods are bein; 
tried and new products developed. Gas turbines have been designed by marine 
engineers to drive their er. ;, while electrical engineers are using them to 
produce electricity. The chemical industry is expanding and the range of its 
products increases steadily. And coal ? Merely to mention it is to draw atten- 

tion to one of the greatest single causes making for industrial change in Scotland 

to-day, for coal reserves in Lanarkshire are running out and forty pits are to 
be closed within the next two years. To replace them new resources are being 
tapped in Fife, new towns are being built there and in the Lothians to accom- 
modate the miners migrating from the west, and light industries are being sited 
around the new mines to provide the essential ancillary work for miners’ 
families. 

In 1930 Scottish industry was stagnant, the outlook was bleak, the old 
spirit of enterprise seemed able to find outlet only overseas or across the 
border. What has been achieved since then is great, but there are many who 
maintain that it is not enough. To have pulled Scotland from the slough of 
despond is one thing ; to keep her from slipping back into it is another. The 
Scottish Council (De velopment and Industry) has shown itself well aware of 
this and for several years it has been stressing the need for more Government 
Research Stations in Scotland. High hopes are held of the possibilities which 
will flow from the Mechanical Engineering Research Station to be established 
at East Kilbride. The Council has also been doing everything in its power to 
encourage the establishment of industries based on scientific research, because 
it believes that these are the industries which hold the greatest possibilities. 

Science has already opened up new vistas by showing the possibilities 
latent in raw materials available within and around Scotland’s own borders 
which, in certain circumstances, might become of crucial importance. One 
distinguished Scotsman, Lord Boyd Orr, has been making the world’s flesh 
creep by stressing the pressure of growing population on declining food 
resources. By contrast, the Director of the Scottish Seaweed Research Associa- 
tion recently contended, in a paper read to the United Nations’ Scientific 
Conference, that impending shortages might be overcome by tapping the 
resources of the sea. Under the stress of war, seaweed was used to produce 
alginic acid for camouflage purposes ; since the war, it has been put to com- 
mercial use in the manufacture of food, pharmaceutics, rubber, textiles, paint, 
paper and surgical dressings. Other scientific research in Scotland includes a 
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study of the use of peat as a fuel for gas turbines, and experiments on fish- 
fertilization in progress in Highland lochs. Shortage of dollars has also made 
it worth while to exploit deposits of diatomite in a dried-up loch in Skye. 

It is tempting to draw a picture of what Scotland might be like if all 
present hopes were realized and all the experimental work now in progress 
proved successful. It would be of a Scotland no longer divided into an over- 
industrialized South and a deserted, barren North, but having, like a Northern 
Switzerland, her industries and population dispersed over the country in small 
communities, connected together by fast, clean, comfortable and punctual 
electric trains. Rich agricultural land in the south would still carry famous 
breeding herds, but much of the country’s meat would come from hill cattle 
reared on the “ ranching’ system with which Lord Lovat is experimenting. 
The Moray Firth area would supply fruit, highland lochs would contribute 
fish, and timber would no longer be short, for Scottish forests would supply 
most requirements. Peat would provide power to supplement hydro-electricity, 
some of which could therefore be used for electro-chemical and electro-metal- 
lurgical industries. A thriving tourist trade would welcome visitors from over- 
seas landing by air at Prestwick or sailing up the Clyde in Clyde-built ships. 

To think on these lines is to fall into the error of believing that what is 
desirable is also possible (even if one ignores the arguments which break out 
periodically in the Scottish Press as to whether this or that development 4s 
desirable). It is the error of the Town Councillor who, when asked how a new 
school building was to be paid for, replied grandly, ‘‘ We’re not paying for it. 
We're borrowing the money ” 

It is fallacious, also, to think that because raw-material resources are 
available in their natural state, their exploitation ts necessarily either cheap or 
simple. The commercial possibilities of seaweed, for example, are known, but 
the principal! Scottish seaweed beds lie “ full fathom five ”’, and though research 
and experiment are in progress it has yet to be proved that economic harvesting 
ispossible. In the same way, almost all the projects which have been mentioned 
would call for large initial capital outlays, and many of them might well absorb 
resources far exceeding the original estimates before they could be brought to 
a successful conclusion. The old-time capitalist may sometimes have held up 
development by withdrawing when his stake threatened to grow dispropor- 
tionately large ; but perhaps the danger is equally great that the new-style 
administrator, fired with belief in the value of a project, may obtain for it an 
undue share of public finance. If that happens, what was started in an 
endeavour to obtain something cheaply may end in over-capitalization and 
uneconomic production. 

Scotland cannot look for any easy road or for free gifts from a bountiful 
nature. The main grounds for future hope lie in the fact that some Scotsmen, 
at least, have seen that vision without which the people perish, and that some 
of the energy and pioneering spirit which in the past made Scotsmen famous 
as colonizers is being applied to rebuilding Scotland itself. Willingness to face 
the inevitability of change is there and eagerness that Scotland should be 
progressive, but more patience may well be needed to match this zeal and 
energy. The country will do well to regard its infant projects much as a 
farmer looks on the first green blades of corn ; knowing that winds may blast, 
the sun may scorch or the rain may beat it down, but that with work and 
waiting—and outlay on fertilizer—some at least will come to harvest. 
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Bank Costs and the New Merger 
By a Special Correspondent 
S an editorial note in last month’s issue of THE BANKER pointed out, 
A amalgamation of the Clydesdale Bank Limited and the North of 
* *Scotland Bank Limited, which takes effect on January 1, 1950, has long 
seemed to be an inevitable development. Both banks have been affiliates of 

Midland Bank for a generation, there is comparatively little overlapping 
yetween their branch systems, their businesses are complementary and the 
North of Scotland Bank is not only the smallest Scottish bank but also the 
me whose activities are most confined to one geographical area. These are 
very special characteristics and it is only when one considers why the fusion 
should take place now, rather than at an earlier or later stage, that any factor 
which is common to all the banks emerges. That factor, as was stressed last 
nonth, is the pressure of rising costs which necessarily bears more hardly on 
smaller banking units than on larger ones. Questions of size apart, there are 
special reasons why this pressure is probably being more severely felt in 
scotland than in England. 

There are only four cities in Scotland and population outside them is 
scattered throughout the country in much smaller centres than in England ; 
consequently, the average branch bank is much smaller. In 1948, there were 
»ver 1,700 branch offices in Scotland—the vast majority of them offering no 
ope for mechanization and for the recruitment of female staff. It is the 
historical glory of Scottish banking that it spread its services widely throughout 
the country at a much earlier stage than was done elsewhere. This spread 
was due to the banks’ right of note-issue, as a result of which branches could 
be kept supplied with till-money much more cheaply than would otherwise 
have been possible. That right is still retained and the advantage remains, 
but, with increased circulations, greater costs of printing and the higher 
salaries of staffs employed in issuing and exchanging notes, the saving must 
have diminished considerably in the past ten years. Small branches which 
formerly paid their way may now be an incubus to the banks which maintain 
them, however great their value to the communities they serve. 

During the war opportunity was taken by all the banks to close a number 
of “‘ forlorn hopes ’’, but within the past two years quite a number of branches 
have been re-opened. No bank can afford to be without representation in 
ireas of possible future development, even if a branch established at the present 
time may be unprofitable for a number of years to come. There is no possi- 
bility, however, that branch-extension will proceed on anything like the scale 
of the years after the first World War when it was the principal form of com- 
petition between the banks. Nearly three hundred branches were opened 
between 1920 and 1925—many of them being placed under the charge of 
Solicitor-Agents. Under agreements with Staff Associations this is no longer 
possible. 

Recruitment of staff for these new branches was heavy, and in the early 
ig20s the banks were also taking in apprentices to make up for the lack of 
recruitment from 1914 to 1918. This is the main reason for the universal 

bulge” in the age groups between 35 and 45 which afflicts all banks. The 





2d out, 


Irth of 


as long 
ates of 
apping 
nd the 
Iso the 
ese are 
fusion 
' factor 
ed last 
‘dly on 
ere are 
felt in 


hem is 
gland : 
"e were 
‘ing no 
is the 
ughout 
spread 
> could 
1erwise 
mains, 
higher 
x must 
which 
aintain 


umber 
anches 
tion in 
yresent 
) POssi- 
e scale 
f£ com- 
»pened 
irge of 
longer 


> early 
ack of 
iversal 


;. The 


SCOTLAND : THE BANK MERGER 





situation is aggravated in Scotland by the fact that recruitment by overseas 
banks, which provided a traditional outlet to young Scottish bankers, fell 
sharply in the 1930s. Asa result of the “ bulge ”, salary bills are proportionately 
much heavier than they used to be, and salaries are the largest single item of 
expenditure for any bank. 

Rising costs are, of course, a universal experience in most forms of business 
to-day and must cause anxiety wherever income is not increasing at a somewhat 
similar rate. It is unlikely, however, that this proportionate rise in income is 
ecurring in any Scottish bank to-day. Even before the war the rise of the 
larg gely self- financing corporations, the development of Building Societies and 
the increase in instalment financing had removed much potentially profitable 
business from the banks, and the post-war nationalization of coal, gas, electn- 
‘ity, the railways and road transport, must also have affected both sides of 
he balance sheets—and the profit and loss accounts. Many large businesses 
have long found it convenient and profitable to keep their accounts in London ; 
as a result of this, the Scottish banks are competing not only with one another 
but with the English banks as well. Competition is therefore increasingly keen, 
und since commission and interest charges have been fixed by agreement fora 
long time pent, the main field left open for competition is that of services. 
Better offices and more highly trained staff are one way in which improved 
service can be offered to the public, but another is the provision of special 
facilities. In this the pace is now set by the larger English banks. Foreign 
Exchange, Securities, and Executor and Trustee De partments call for special- 
ized stafi and equipment, and operations of this sort can be profitable only if 
they are on a sufficiently large scale. Moreove r, these, though the most obvious, 
are by no means the only “ services ”’ the henii offer and for which, under the 
Scottish system, it is particularly difficult to charge 

The Scottish system of charges has been under attack for many years and 
few would disagree that it is now illogical to levy commission for the collection 
of cheques and to make no charge for the keeping of accounts. Under the 
Scottish system there is little or no relationship between work done and income 
received, and in many cases there is no way by which the customer who makes 
particularly burdensome demands may be made to contribute to the cost his 
demands involve. But the question of altering the structure of Scottish bank 
charges must be regarded as academic for the present, not only because it has 
already been considered and rejected, but because any suggestion that the 
public should pay more would scarcely be politic at this juncture. 

The Scottish banks are therefore more dependent for income on interest 
from advances and from investments than are the English banks. Though 
advances have been increasing since 1945 they are still far below the pre-war 
level] proportionately to other assets, although it is true that the banks are 
not carrying anything like the percentage of potentially bad debts that bur- 
dened them at a similar period after the first war. Investments bought in a 
time of “‘ cheap ’’’ money are not attractive from the point of view of income 
and, in a year such as this, when interest rates have moved to a higher level, 

they make their own demands on profits to cover depreciation. 

When all these factors are taken into consideration, the merger between the 
Clydesdale and North of Scotland banks appears to be a completely logical 
step from which, ultimately, the public, the staffs and the parent bank alike 
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should gain. Whether similar advantages could be gained through the amalga- 
mation of any other two Scottish banks is doubtful. Given the present mal- 
distribution of staff age-groups and ms consequent difficulty of closing branches 
without creating redundant personnel, it is hard to see what contribution any 
further amalgamation could make towards the solution of the problems 
enumerated—apart, that is, from the advantages which will accrue equally well 
to the individual institutions within the same period of time. There is no 
ground, therefore, for any suggestion that present problems press on the banks 
with such severity as to make it likely that any of them has even considered 
the possibility of further mergers. Problems there have always been, but the 
banks have behind them a long record of adap ytability to changing circum- 
stances. As the shape of Britain’s post-war economy becomes more clearly 
defined so, doubtless, will the future structure of Scottish banking. 


Steel Boom Continues 
By John Richardson 


AST year Scotland’s steel industry set up a new output record of just over 

| 22: 50,c90 ingot tons, representing 15.1 per cent. of United Kingdom pro- 
duction. This year it is favourably placed to surpass even that achieve- 
ment. Although no up-to-date figures are available, it is known that for the 
first six months of 1949 output was running at the annual rate of 2,419,000 
tons—164,900 tons better than in the comparable period of 1948. In the first 
half of this year the Colville group, which is responsible for fully 80 per cent. 
of Scotland’s steel capacity, produced 942,000 tons—an increase of 73,000 tons 
on the previous half-year. In one week in August, the same group set up a 
new record by producing 13.9 per cent. of United Kingdom output. For this, 
no doubt, the Bank Holiday was partially responsible as the rate has scarcely 
been maintained since ; but the final quarter of the year, usually the period 
of most intensive activity, should ensure that the 1948 record will be beaten. 
Meanwhile demand, in general, continues to exceed steel-making capacity. 
Even before September 18 the good flow of exports to Canada was particularly 
notable and can certainly be expected to increase still further now. It 1s, 
however, much too early to assess the full consequences of devaluation ; 
they may not be felt until, perhaps, the spring of 1950. Thus far, no major 
stimulant has been given nor has a decision been reached as to whether any 
increase in the price of imported raw materials will be passed on to the consumer. 
Even if export demand does rise, it would be over-sanguine to expect higher 
productivity in the near future, for the industry is working virtually to capacity 
—although home demand for some products is now dwindling. At the Craigneuk 
Works of the Clyde Alloy Steel Company in Motherwell, for instance, the 
number of weekly shifts was recently reduced from 17 to 10 because of the 
reduction in demand for steel for the Midlands tractor industry. The circum- 
stances suggest yet another example of Government miscalculation. The one- 
time acute shortage of large forgings and castings, also, appears to have been 
met. These pointers do not, in themselves, presage any collapse in home 
demand ; but they do, perhaps, focus attention on the necessity for seeking 
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more flexible marketing arrangements—a none-too-easy task in view of the 
rigid control exercised by the Government on the steel industry as a whole. 
Nonetheless, the general prospect remains distinctly promising. The Scottish 
industry continues to secure a high proportion of British export trade, and 

uotas have been progressively increased to enable the United Kingdom’s 
obligations under the various bilateral agreements to be fulfilled. Fears of 
unemployment in shipbuilding, which the Lanarkshire industry largely supplies, 
have not so far resulted in any slackening in demand. Steel, in fact, is still 
rationed, although shipbuilders are less vociferous nowadays about the severity 
of the allocation, which, it is learned, has lately been increased. 

For more than a year now raw materials have been maintained at a satis- 
factory level. Scrap from domestic and foreign sources has been coming in 
in adequate quantities—a new agreement was reached last month for supplies 
from Germany. With various schemes now coming into production or into 
the last stages of preparation, Scotland’s contribution to the steel output of 
the United Kingdom should be well maintained over the next few years. 
Annual production within the next 18 months or so may reach 2,300,000 tons 
—a figure which corresponds exactly with the Government’s estimate of “‘ the 
limit of the worth-while expansion of the Scottish steel industry”. This fact 
suggests that the Ministry of Supply has accepted the advice of technical 
experts, including steel users, Government officials and e xporters, in preference 
to that of versus Trade Unionists who have been pressing for a much higher 
annual output. For the time being, apparently, the plan for an integrated 
steel works on a ae on the Clyde estuary has been shelved. 

Recent political events have had surprisingly little effect on the Scottish 
industry. The Iron and Steel Bill caused some excitement, though no enthu- 
siasm, about a year ago, but since then neither the industrialists nor local 
oficials of the Confederation of Iron and Steel Trades have said much 
about it in public, although, of course, the chairmen of the several companies 
had pertinent criticisms to make at the annual meetings. Outwardly, the 
mass of the people seem indifferent—as if they felt that the future of the steel 
industry was not their concern. 

The steel makers, with one exception, have pressed on with their plans to 
modernize and re-equip their plants. Colvilles, for instance, decided to continue 
extensions at Clyde Iron Works, Tollcross and at the Clydebridge Works, 
Cambuslang—extensions which will cost over £4 millions and which will be 
paid for out of the company’s own resources. These works form the only 
integrated steel plant in Scotland. Major developments there, which are being 
completed on schedule, include the duplication of the 68-oven battery to enable 
the Clyde Iron Works to be self-sufficient in coke, and provisions for the use 
of liquid iron in making steel by the hot metal process at Clydebridge. It is 
expected that this latter project will be completed next year and that the 
extensions, as a whole, will be finished and in full production by mid-195I. 
Other companies, including William Beardmore and Stewarts and Lloyds, 
have also spent substantial sums in reconditioning or expanding their plants. 
The new large tube mill at Clydesdale which came into operation about a 
year ago is running well and making an invaluable contribution to the require- 
ments of the oil producing concerns. There is, however, obviously a limit to 
the amount of capital investment which can be undertaken by the companies 
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hes f high costs. Sir John Craig, chairman and jomnt managing 
director of the Colvilles group, made the interesting disclosure earlier this 
vear that if new plant had to be laid down to-day to produce the same quantity 
of coke, pig iron and steel products as the group had produced in 1948, t 
cost would have been in the neighbourhood of no less than £62 millior i 
Great attention continues to be paid by all the Scottish stee! makin 


companies to research and technical developmenit—with the emphasis 
A. G. Stewart, chairman of Stewarts and Lloyds, 
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ated ; ) t-of-living index, the workers are generally content. 
If the Government seeks to persuade the T.U.C. to bring indirect pressure t 
bear on individual Unions to suspend cost-of-living index agreements as part 
‘ral standstill on wages, there mav be more trouble ahead. But at least 


the anger of the rank and file would not then be directed against the employers. 
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and other uncertainties arising from Britain's present 
scottish steel industry are reluctant 
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Prospects for the Clyde 
By W. Irvin 
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two years of work, but the speeding-up of production which the greater flow 
of materials must allow is likely to lead to earlier completion. Unfortunately, 
too, the new shipping is not evenly distributed either among firms or by types 
und some firms seem likely to have a growing number of empty berths as 
1950 advances. Already there are some vacant slips, but this is due in part 
to the fact that when policy was dictated by restricted supplies of steel it was 
found expedient to concentrate the supply on a smaller number of ships. 

A large proportion of the work still in hand represents export orders. Ten 
firms are engaged on tankers, the total of 40 vessels of this type being made up 
of 24 of 230,000 tons gross for Norway, 14 of 150,000 tons gross for British 
owners, and two of 22,000 tons for Panama. The 47 cargo and cargo-passenger 
vessels include three of 14,000 tons gross for Norway and two of 12,000 tons 
gross for India. The miscellaneous craft include two dredgers for Siam, one 
for Western Australia, and one for Argentina ; two salvage ships and a fishery 
survey vessel for South Africa; a sealer for Canada, a whaler for Western 
Australia. 

The most disappointing feature of the Clyde work in hand is the dearth of 
passenger tonnage. Although it is made up of 12 vessels aggregating 90,000 
tons, only four are above 10,000 tons. Barclay, Curle and Co., Ltd., is building 
the Kenya and the Uganda, each of 15,000 toas gross, for the London-East 
Africa service of the British India Steam Navigation Company ; John Brown 
and Co., Ltd., Clydebank, has in hand a liner of 14,000 tons gross for the 
A 


New Zealand Shipping Company ; and Alexander Stephen and Sons, Ltd., a 











14,000 tons gross liner for Eider, Dempster Lines. Some relief should be given 
to this section of the industry by the fact that work on reconditioning shipping 
ich has kept many firms busy since 1949, is not yet quite 
complete. It is understood that two—possibly three—more liners will be 

the Clyde before the end of 1949 for some form of refit. Other 
work of this nature includes conversion of some ships to oil burning and 
but this work is rather specialized and 





of crew accommodation, 


The general prospect is still more serious in the East of Scotland, where, 


compared with 35 vessels of more than 60,000 tons gross launched by seven 
irms during the year, only one contract—for a trawler of 600 tons—has been 
unnounced. It is obvious that a situation of this sort must cause shipbuilders 


cute searching of heart. 

be idle to pretend that there is no need for new tonnage. More 
an One-sixth of present British-owned shipping is composed of vessels of 
5 vears of age and over, and another 1,500,000 tons gross are between 20 and 
25 years ol 1. Altogether, therefore, 4,500,000 tons gross of new shipping are 
wanted to replace obsolescent tonnage in the United Kingdom—dquite apart 
from possible future demands of the Admiralty (which, it is hoped, may 
undertake any new building it needs at a time when a fall in merchant ship- 
building is imminent). Most of the merchant vessels in the veteran class are 
tramps—cargo carriers of 6,000 to 8,000 tons gross—but it is known that 
several orders for passenger ships might come in if conditions seemed suitable. 
For example, the Cunard White Star Ltd., the Union Castle Line and 
Canadian Pacific Steamships Ltd. each need two liners to make up the numbers 
of their pre-war fleets. 
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fhe reasons for the hesitancy which has prevailed among shipping firms 
ire obvious enough. They have their roots in post-war uncertainties about 
eventual costs and delivery dates. It is known, for instance, that the Penin- 
sular and Oriental Steam Navigation Company intended to build a sister 
ship to the new Himalaya, of 29,000 tons gross, but its experience with that 
liner has vetoed the contract. The basic price of the Himalaya was £2,400, 000 ; 
the final cost was £3,500,000. In addition, her delivery was delayed by nearly 
she has lost the revenue from at least five round voyages. 
That is the outstanding example among many similar experiences. The 31 
ships delivered to Ellerman Lines since the end of the war cost {1,600,000 more 
than originally estimated. Eleven new ships for the Athel Line are to cost 
{7,250,000, against £6 millions originally budgeted for. Sir Ernest Murrant, 
chairman of the Furness Withy group, said recently that for 13 ships under 
construction the actual and estimated increases in cost, compared with the 
contract basic price, amounted to £825,986. Sir George Christopher, chairman 
f the Hain Steamship Company, has declared that seven vessels built and 
building for his company are costing at least £350,000 more than the original 
contract price. And to these losses must be added the loss in earnings oe the 
months in which the vessels were late in delivery. 

Shipbuilders cannot be blamed for their reluctance to give fixed prices. 
They are at the mercy of sub-contractors who supply them with the materials 
to build a ship, and as they have to meet the variations in prices imposed on 
them they must pass them on to the shipowner. The most marked instance 
in which a shipbuilder quoted a fixed price and lost heavily upon it was that 
of John Brown and Co., Ltd., Clydebank, as builders of the Cunard White 
Star liner Caronia, completed at the end of last year. From the firm’s annual 
accounts it emerged that £250,000 had to be transferred to meet the loss 
incurred in the building of this liner, the greatest constructed in the world 
since the end of the war. 

The prospect that the industry will be able to give firmer delivery dates 
wens now on is bright. As 1949 has advanced, the flow of steel to the shipyards 
has increased and the position now is that supplies are almost meeting require- 
ments, although they are not arriving in the proper order. This improvement 
is bound to speed up production—some firms recently have been launching 
vessels on the dates specified in the contracts and have been envisaging the 
possibility of deliveries ahead of contract dates. Prompt deliveries should 
stimulate demand from many shipowners who have been waiting anxiously 
for changed conditions provided—and this is now shipbuilding’s main concern 
—that costs can be kept down. 

What effect is devaluation likely to have on costs ? The main components 
used in shipbuilding—steel in particular—are perhaps not likely to rise much 
in price as a direct result of devaluation, although non-ferrous metals, which 
are used fairly extensively in the manufacture of ships’ engines, have already 
done so. But shipbuilding has always been a finishing industry, as an earlier 
article in this survey has emphasized, and it will therefore mirror in its costs 
any general rise in the wage level in the country—even if the threat of unem- 
ployment tends to keep the wage level in the industry itself down. Incidentally, 
there is at the moment little sign of this latter development, for a claim for a 
rise of £1 a week by the Confederation of Shipbuilding and Engineering Unions 


1s m nths, and s 


s 








118 | THE BANKER 





is still hanging over the industry. It is obvious that reduced costs and higher 


productivity are the essential prerequisites if all those employed in shipbuilding 
are to escape from the bleak prospect with which they are now brought face 
to face. 

Too much store should not be set by any hopes of increased demand which 
devaluation may bring. Although there may be some initial upsurging in 
orders, it should be noted that most foreign customers of the C lyde come fats 
countries which have devalued their currencies together with sterling. Foreign 
shipowners are, however, more exacting about prompt delivery dates than 
British shipowners and the expected improvement in punctuality may bring 
an inflow of orders more rapidly than devaluation itse If is likely to do. 

Finally, British shipowners themselves may find their businesses more 
profitable as a result of the currency changes. Passage rates on the North 
Atlantic route have already gone up, in terms of sterling, by the full 44 per 
cent. implied by devaluation. It is possible thi vd sterling freight rates on the 
North Atlantic route will also rise when the St. Lawrence shipping season 
closes in mid-November. Other rates may also r rise more than in proportion to 
the rise in oil fuel costs and overseas port disbursements. Since, in addition, 
the total freight to be carried should rise, shipowners may well see better days 
ahead. But whether this improved prospect for existing shipping is translated 
into more orders for new ships will depend largely on the trend of costs in 
shipbuilding itself. It is on the trend of these costs, many of them outside 
the control of anybody in the industry, that all who are interested in the great 
national asset which is Clydeside will fix their eves in the next few months 


The Hydro - Electric Scheme 
By A. N. Ferrier 


HE North of Scotland Hydro-Electric Board, which was set up by the 
Hydro-Electric Development (Scotland) Act, 1943, had its powers and 
duties and its area of operation considerably enlarged by the N: ationaliza- 


tion of Electric = , 1947. Its duties are now de ned is being: (a) to 
develop all farther means of generation of electricity by water power ox other 
wise within th . Nort! h of Scotiand District ; (4) to provide supplies of electricity 
to ordinary consumers, who will have first priority, to large power users, and 
to the British Electricity Authority ; {(c) to collaborate as far as its powers 
nd dt me nomic development and social 
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The Electricity Act of 1947 also brought under the aegis of the Board 
three hydro-electric, five steam and nine diesel generating stations. These, 
when added to those diesel stations which had been acquired by agreement 
prior to nationalization and to the first two hydro-electric schemes constructed 
by the Board (which came into operation in isolated areas of Ross-shire and 
Inverness-shire last December) brought the total capacity of installed plant 
operated by the Board to 250,548 kilowatts at the end of 1948. The plant now 
in operation comprises nine water power, six steam and 29 diesel stations. 
It is expected that these will be supplemented in the forthcoming winter by 
the starting up of large hydro-electric stations at Loch Sloy and at Clunie, thi 
first of the three Tummel-Garry stations. The Loch Sloy capacity of 130,450 
kilowatts (equivalent to an output of some 115 million units) and that of 
Clunie of 57,000 kilowatts (and 143 million units) will make an appreciable 
contribution to satisfying the electricity requirements of Scotland as a whol 
and they will make no demand whatever on the coal resources of the country. 


HYDRO-ELECTRIC STATIONS UNDER CONSTRUCTION 


Approx. Annua! 


station County installation Output of Units 
(in kilowatts (in millions 

Sloy Dumbartor 130,450 115 

Pitlochry Perth 15,000 54 

Clunie Perth 57,000 143 

Errochty Perth . 75,000 103 

Gairloch Ross and Cromarty ; 600 3 

Fannich Ross and Cromarty 24,000 83 

Cowal Argyll . , 6,000 14 

A ffric Inverness 66,000 223 

Shira Inverness 45,000 sO 

Lussa ryll . 2,000 8.5 

Storr Lochs Inverness 2,400 5.5 

The constructional schemes now in train are detailed in the accompanying 
table. They give employment to large numbers of workers, first preference 
being for local people. Outside workers are housed in well-built and well-run 
camps, some of them taking as many as 1,200 men. At present there are 
about 10,000 directly employed on construction work on site. As quite an 
‘ er } fea otic? 3 ‘ ’ ' 19] , 77 ¢ ] axrrinl 
appreciable fraction of the total are specially trained and skilled workers, due 


regard has to be paid to the importance of ensuring that the steady progress 
| 


of the work will enable this labour force to be kept in continuous employment 
The Board is also busying itself with distributing as well as generating 
problems. Overhead lines with a voltage of 132,000 volts are being built t 
interconnect the larger generatin tations and link up with the Britis! 
Electricity Authoritv’s grid system at Glasgow and at Bonnybridge. From t} 
power stations and from sub-stations on the high voltage overhead trans 
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und Morar areas which now have hydro-electric supplies, respectively 90 per 
cent. and 85 per cent. of the total possible co isumers NOW have a supply and 
about one-third of them in each case cook by electricity. Consumers and 


potential consumers are continually receiving dem mstrations of the use of 
electricity and the latest types of equipment for the home, the farm, the 

orkshop and the factory. The Board has had to build diesel stations to 
provide constructional power at Sloy and Affric and these temporary stations 
ure being used to supply ~ local public as well. 

From its inception, the Board has been interested in research and develop- 
ment and has instituted and supported investigations over a wide field. The 
statistics of rainfall and river flows in the Board’s area are being rapidly 
collected, In working out the designs of large dams, continual experiments 
and testing by means of models are playing a large part and enable new ideas 
to be incorporated. After extensive wind records had been taken it was decided 
to establish an experimental wind power generator in Orkney. This will be 
ibout 60 ft. diameter across the blades and will generate 100 kilowatts. The 

losed-cycle gas turbine to be used commercially in this country has 


first o% 
been ordered from John Brown & Co. Ltd., the Cly rdebank s hipbuilders, for 
installati at Carolina Port Generating Station, Dundee. This turbine, of 


15,000 kilowatts capacity, will be fuelled initially by heavy oil, but it is hoped 


to run it at ter stage on pulverized coal or milled peat. The Board have 
also met { apital costs of a fresh-water fishery research station at Pitlochry, 
where a team of Government research workers are investigating the possi- 
biliti f increasing the rate of trout growth. Extensive research in models 


of fish passes has already been undertaken. 
Hydro-electric schemes are being increasingly recognized to be most 
iluab'e contributions to the national wealth. Their capital cost is higher 
than steam power stations of comparable output, but their overall cost per 
unit is less, and once they are built there is no coal or other fuel to pay for, 
and the operation and maintenance staffs are small. The tariffs charged to 

Board’s consumers will stand comparison with any part of the country. 
They are on a block system with charges representing 54d. a unit (6d. ina 
few isolated areas) for light, 1d. for heat and #d. for cooking. Lower winter 
rates apply in self-contained areas served entirely by water supply. The 
saving in coal by hydro-electric generation can be readily appreciated. A 
modern steam station needs about 500 tons of coal to produce a million units 
(or kilowatt hours) of electricity and the average for the country is actually 
over 650 tons of coal per million units at the present time. 

The Board has financed capital expenditure to date by temporary bor- 
rowings from the Scottish Banks followed up by four separate issues of North 
of Scotland Electricity Stock. An early £5 millions issue of 24 per cent. stock 
(redemption dates 1967-72) was floated at ~ to the public and £22 millions 
have subsequently been borrowed from the National Debt Commissioners at 
3 per cent. ({12 millions of it to be redeemed between 1968-70 and £10 millions 
between 1989-92). A Treasury guarantee applies in each case and there is 
a present borrowing limit of {100 millions. Shareholders of electricity under- 
takings which vested in the North of Scotland Board under the Electricity 
Act, 1947, received stock of the British Electricity Authority as compensation. 
[his falls to be repaid to that Authority by an issue of North of Scotland 


Electricity Stock. 
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A quickening in the life of the North is already apparent, and this will 
increase as more of the projects are switched on, but the industrial part of 
Scotland is also sharing in the venture. Firms that had not done this class of 
work before, although skilled in other kinds of engineering production, are 
now producing hydraulic machinery and large complete hydro-electric plant 
—Alloa, Clydebank, Glasgow and Scotstoun share in this—and there are 
substantial orders being worked on for switchgear, transformers, generators, 
valves, pipelines, sluice gates, cranes, cableways and transporters. The Hydro- 
Electric Scheme is therefore contributing in incre asing measure to the post-war 
prosperity of Scotland 


The Scottish Woollen Industry 
By E. S. Harrison 


HE woollen trade has been for many centuries one of the great trade 
of these islands. The origins of the Sc ottish section of that trade go back 
far in history—to long before the days when the first Highland regiments, 
under General Wade, were clothed in tartans woven up and down Strathspey. 
Perhaps the most noteworthy early expansion of the trade occurred, ! 


S 


HOWE Ve 

in the terrible times which followed the ’45. The commissioners of the forfeited 
estates strove to bring back some elements of order and prosperity to the 
stricken glens by setting up carding mills in the villages and by supplying the 
women with spinning wheels in their own homes. The mill built at Glen 
Urquhart in this period still stands—until fairly recently it was, in fact, still 
in production. 

Even to-day one section of the Scottish industry—the Harris trade—is 
organized along lines reminiscent of those laid down by the commissioners. 
This section is, of course, quantitatively not an important one. The recent 
Wool Working Party report estimated that there were about 1,500 automatic 
—and several hundred non-automatic—hand looms in the Islands. The looms 
form a sheet anchor for the crofting community. The Harris trade is passing 
through difficult times at the moment. It has been leaning heavily on the 
American market and it—wwith others—has found this market to be a rickety 
prop. It seems a pity that so many small and unorganized craftsmen should 
depend for their livelihood on fic ke and fashion-driven Am erican taste. On 
the other hand, the trade’s home market has been beheaded by the imposition 
of purchase tax. The islanders are therefore caught at the moment between 
the millstones of American taste and British austerity. 

The Harris trade is only a small part of the Scottish section of the woollen 
industry. According to the Wool Working Party report there are some 1,500 
or so treadle weavers in the islands and to these must be added probably not 
less than 2,000 other part-time workers. The rest of Scotland’s 20,000 workers 
in the wool trade are employed in larger mills—though it must be stressed that 
the average Scottish mill is smaller than that of England and much smaller 
than that of America. The Scottish system of production of woollen yarn is 
also different. In the English method of combing, the fibres are laid out 
smoothly and parallel to one another ; in the Scottish method of carding, all 
the fibres, long and short, are mixed up together. Each system produces a 





litierent type ol fabric ; each is no doubt better for its own purpose. he 
English method enables smaller yarns to be spun, from which lighter cloth 


can be made. The Scottish method can utilize a far wider range of raw materials 


and produces warmer and heavier cloth. This is a very general statement, and 


unyone with knowledge of the trade could pick many holes in it and quote 
less exceptions, but, all in all, a fair summary of the differences 
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t by all connected with the industry. The appren- 
alled a system—has almost disappeared even in 
-d woollen trade. It is hoped that the Technical 
~w production unit, will replace the old haphazard 

ship with a solid and practical course of training. 
o be misleading things in the wool trade. It is useless, 
‘output pei hour he Scottish mills with output 
of the United States, for the two industries are of 
An artist is not valued according to the square feet of 
a ver in an hour and, though the Scottish woollen industry is 
there is no doubt that its claim to an importance beyond its size 
d on the tradition of craftsmanship within it. Its prosperity therefore 
not on mass production techniques but on the personal energy, 
and inventiveness of the people employed in it. Even for less 
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invidious branches of statistics, however—such as those of employment and 
output—only round figures can be given. The trade tapers off into knitting 
and felt-making, into upholstery, clothing and carpet-making, and into all the 
ytther trades which have to do with the many varieties of wool and with the 
many varieties of its services to man. 
But, for what it is worth, it may be noted that the British woollen industry 
as a whole employs 250,000 people. Before the war the trade used some 790 
million pounds of wool annually—more than twice as much as the United 
States and equal to nearly one-third of the world’s annual output. Before 
the war, too, Great Britain produced about 370 million yards of woollen cloth 
a year. Output is down to 271 million yards a year now, owing to the shortage 
‘workers and the reduced length of the work cing week. American production, 
ately, now far surpasses Britain’s. Fortunately, this increase is 
‘riously impinging on Britain’s market. In this context it is reassuring 
.0te that there seems to be no probability—at any rate for many genera- 
tions—of any of the new synthetic fibres displacing wool. Indeed, by opening 
up new trades, new combinations and new beauties, many of these new fibres 
seem likely to increase the uses h Sane for wool. It is a heartening historical 
fact that the use of wool | ‘reased continuously as the standard of living 
I > temperate 1 sions of the world. . 


a iC, 


woollen trade generally is exporting between 50 and 55 per cent. of 
production. Scotland, thanks to the popularity of its expensive novelty 
trade, is exporting an even greater proportion of its own output than this ; in 
several of the most expensive Scottish mills the proportion going to exports 


is as high as 80 per cent. Unfortunately, British mills are still under-manned 


and there seems to be no chance that production will expand by the percentage 
required to counteract the drastic fall in dollar earnings caused by devaluation. 
in such luxury materials as woven and knitted cashmere Scotland is the 
world’s acknowledged leader. Such figures as are available seem to show 
that the weavers and knitters of Scotland between them use about three- 
quarters of the cashmere that comes to Europe. 

No article on the Scottish woollen industry would be complete without 
some mention of the contributions which Scotland has made to the decoration 
of the clothing of man. The Highland tartans were the product of the clan 
system of the late _ lle Ages. They originated the countless variations of 
these highly coloured checks so beloved by all. When the clan system went to 
its downfall, after 1745, the tartan was to some extent replaced by the develop- 
ment of Scottish district checks—a development which was given added 
impetus after that great invasion of the Highlands which Queen Victoria 
started when she set up house at Balmoral. At Balmoral the questing mind 
of Albert the Prince Consort applie -d the idea of the district checks to his own 
concoctions of Balmoral tweed and Balmoral tartan. He was followed by 
Lord Elcho, who produced the “ hodden grey” of the London Scottish and 
thus introduced the new pattern to the military field. Finally, Lord Lovat 
invented the moorland mixture named after him and so the stage was set 
for the introduction of khaki and field grey and all the other colourings that 
have taken the scarlet glory out of modern war. Many similar stories could 
be told of the influence of Scottish ingenuity on the most diverse forms of 
product now turned out by the woollen trade. 
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Argentina 


HE Argentine Government’s reaction to devaluation of sterling, the 
TT wicer implications of which are discussed on pages 81-87, has taken the 

form of manipulation of the system of multiple exchange rates. For some 
purposes the peso retains its former value in terms of the U.S. dollar. For 
others it has either been devalued in step with sterling or devalued to an even 
greater extent. The new range of rates against the U.S. dollar extends from 
335.82 to goo pesos per roo U.S. dollars. Against sterling, the limits of the 
new range are 9.40 and 25.20 pesos to the £. On the export side, the rate 
for ‘‘ basic’ items, including meat, wheat, maize, barley, rye, linseed and 
cottonseed, is unchanged against the U.S. dollar but adjusted from 13.53 to 
9.40 against sterling. The rate for “ preferential ’’ exports, however—hides, 
wool, pork, poultry, meat by-products, timber and minerals—remains at its 
previous level of 13.53 in terms of sterling. The same applies to the second-stage 
preferential export rate of 16.04 and to the “ special ’’ export rate of 20.15. 

For the purpose of payments for imports, the peso in each category has 
been devalued to the same extent as sterling ; the basic selling rate for sterling 
is therefore unchanged at 17.04 pesos. The free market rate, which applies to 
financial remittances and capi j 1 from 19.30 
to 25.20 in terms of sterling. This represents ‘valuation of 47 per cent. 
against the U.S. dollar and 23 per cent. against sterling, the extent of the 
change being officially attributed to the Government’s desire to stimulate an 
inflow of foreign capital. 

The Government’s new banking legislation provides for a major change in the 
structure of the Central Bank. Instead of having complete independence for 
the exercise of its functions, the Central Bank will come under the jurisdiction 
of the Ministry of Finance. It will be governed by a directorate composed of 
the Finance Minister, who will act as president of the bank, the Under-Secretary 
of the Finance Ministry, who will be vice- president, and nine directors repre- 
senting the principal Argentine banking institutions and the major industries. 

The Banco de la Nacion, the Banco de Credito Industrial, the Banco 
Hipeticario Nacional and the Post Office Savings Bank will in future be under 
the direct control of the Finance Ministry instead of the Central Bank. The 

capital of the Central Bank is being increased from 20 million pesos to 100 


million pesos. 


Australia 


Mr. Chifley has disclosed that Australia has arranged to obtain dollars from 
the International Monetary Fund, starting with a drawing of $20 millions, or 
ro per cent. of the Commonwealth’s quota. He stated that the need for the 
‘“loan”’ had arisen from the stresses placed on Australia’s economy by her 
decision to implement the recommendation of the Commonwealth Finance 
Ministers’ Conference in July that all sterling area countries should reduce 
dollar imports to 75 per cent. of the 1948 level. He explained that it had been 





* Other current internationa! banking news is discussed in ‘‘A Banker’s Diary’’, on pages 2-74 
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decided in London that a country could seek a dollar loan as an alternative to 
applying the full 25 per cent. cut. The advance would not permit purchases 
of dollar goods by Australia beyond those provided for by existing arrangements. 






Belgium 

The Finance Minister, M. Liebaert, has announced that capital transfers 
will be allowed between Belgium and other countries gr granting reciprocal 
facilities. The reciprocity clause limits the concession for the time being to 
the capital assets of Switzerland and the United States ; these may now be 
sold and the proceeds transferred. The new arrangements do not permit the 
transfer of capital assets belonging to Belgian citizens or to non-Belgians who 
are not nationals of the countries granting reciprocal facilities. 

Important changes have been made in the regulations governing cover 
maintained by banking concerns against their liabilities. In future the banks 
will be required to keep separate cover for obligations at sight and up to one 
month’s date on the one hand and for longer-term obligations on the other, 
For the former, cover must be maintained in cash assets, day-to-day loans and 
Government securities maturing within three years. The percentages of such 
liabilities that must be so covered are the same as those previously enforced 
for the combined cover of short and long obligations, i.e. for the largest banks, 
65 per cent. Against longer-term obligations, 50 per cent. is now required, 
in all cases, in cash assets, day-to-day loans and Government bonds maturing 




















within five years. 


Brazil 






The Brazilian Government has decided not to devalue the cruzeiro in terms 
of the dollar. New rates announced by the Bank of Brazil in mid-October 
left quotations for dollars at the previous levels of 18.38 buying and 18.72 
selling but changed quotations for sterling to 51.4640 buying and 52.4160 
selling as against 74.0714 buying and 75.4416 selling before the sterling 
devaluation 











Czechoslovakia 

A new agreement has been concluded with the United Kingdom covering 
trade and financial relations between the two countries during the next five 
years. The pact provides for sales of Czech goods on the United Kingdom 
market to a value of about £10 millions annually. Of this total, £4.5 millions 
is expected to comprise food, raw materials and other esse ‘ntial goods, the 
remainder being manufactured goods in the less essential categories. Czecho- 
slovakia has undertaken to devote £1.5 millions per annum of the proceeds of 
exports to the United Kingdom to purchases of goods in plentiful supply in 
the United Kingdom and the Colonies. Of the balance £3 millions per annum 
will be used to reduce financial obligations to Britain. The rest will be available 
for spending by Czechoslovakia in the sterling and transferable account areas. 

The amounts which are being set aside for settlement of Czech obligations 
will be used in part for payment of compensation for U.K. property nationalized 
or expropriated, in part for redemption of State debts to the U.K. Government 
and in part for discharging State debts to private creditors in Britain. In 
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subsiduary agreements, Czechoslovakia has undertaken to pay a total of {8 
millions over the next ten years in settlement of compensation claims for 
property nationalized and {£28 millions for redemption of State debts to 
Bri 


india 


Dr. Matthai, the Indian Finance Minister, has declared that the decision 


to devalue the Indian rupee in the same degree as sterling was a “ defensive 


measure The Minister pointed out that 75 per cent. of the Dominion’s 
sport trade was with soft currency countries and, had the rupee not been 
devalued, this trade would have been heavily reduced and in some instances 
might hav een wiped out altogether. 
fo meet the situation created by devaluation, the Government intended to 
formulat foreign trade policy which would reduce expenditure of foreign 
inge to a minimum without detriment to the country’s essential require- 
ments. It would employ the « ry’s purchasing power to bring down toa 
reas le leve l s of industrial raw materials imported from countries 
w ‘currencies had appreciated in relation to the Indian rupee. The Govern- 
lso planned to impose customs duties consistent with the principle of 
ni ies ¢ | to hard currency areas. Other measures 
included economies aimed at producing a saving of about £30 millions in 


revenue and capital expenditure on Governmental account in the current 
year and twice this sum next year. Steps are also to be taken with the object 
of bringing about a To per cent. reduction in prices of essential articles. 


Italy 


the Minister of the Treasury, Signor Pella, has declared that the Govern- 
nent intends to allow the market to determine the lira-dollar rate, subject to 
the “ ceiling ”’ fixed by law of 650 lire to the dollar. Since the devaluation of 


sterling, this rate has risen from 575 lire to about 626 lire, a depreciation of 
8.1 per cent. The sterling-lira rate continues to be calculated on the basis of 


the iree dollar rate translated at the official sterling-dollar parity (i.e. now 
2.80) 

rhe Minister also disclosed that the Government has purchased from the 
United States, in exchange for dollar assets, a considerable amount of gold. 
Che effect of this transaction would be to bring the I[talian gold reserve to 
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17 per cent. of the note circulation at the official price, or to 25 per cent. at 


2 4 
the free market price for gold. 


Netherlands 


Phe President of the Netherlands Bank, Dr. Holtrop, has urged the Dutch 
population to accept a lower standard of living as the only means of bringing 
the country’s external payments into equilibrium. The Netherlands monetary 
reserves had been reduced to a minimum and there could “ hardly be any 
question ’’ of a further liquidation of foreign assets or of fresh foreign credits. 
Dr. Holtrop warned that the alternative to the acceptance of reduced living 
standards would be a new devaluation of the currency. 


Pakistan 


Finance Minister of Pakistan, Mr. Ghulam Mohammad, has stated 
that the decision of the Dominion Government not to devalue the Pakistan 
rupee was based on its anxiety to improve the country’s dollar position. He 
has given a firm assurance that Pakistan had no intention of leaving the 
sterling bloc and wants to help in the realization of the objectives outlined 
by the Commonwealth Finance Ministers’ conference in London in July. 

' The report of the State Bank of Pakistan for the year to June 30 last 
sontains a description of the measures taken to replace Indian currency by 
Pakistan currency after the State Bank of Pakistan relieved the Reserve Bank 


if India of its functions in Pakistan on july 1, 1948. Up to June 30, 1949, 


India notes worth Rs. 125 crores had been withdrawn from circulation and 
replaced by Pakistan inscribed notes. The report states that the migration of 
Hindu bankers after partition resulted in a reduction of the number of offices 


f scheduled banks operating in Pakistan from 364 to 62. By June 30 this year 
the number had recovered to 218 


South Africa 
fhe Union Finance Minister, Mr. Havenga, has announced that South 
\frica is to raise two loans of {10 millions each on the London market during 


the next few months. He has also disclosed that borrowings from American 
and Swiss banking institutions would make av ail: ible to the Union the equiva- 
lent in hard currencies of £6 millions. With the assistance of capital funds 


accruing to the Treasury, these loans were expected to finance ‘the current 
year’s loan programme of about £75 millions so that a further public issue tn 
the Union would not be necessary. 

The Minister declared that there would be material changes in South 
Africa’s import trade but that, in general, modifications and relaxations of 
import control would be made only as evidence became available that it was 
safe to take such action. 

The announcement in Mr. Havenga’s speech that dearer money for new 
commitments would be “ a factor in the new situation "’ was followed in mid- 
October by the raising of the bank rate from 3 to 3$ per cent. Corresponding 
adjustments have been made in rates quoted by the commercial banks for 
discounts and advances and for fixed deposits. 

Under a new scheme announced by the Minister for Economic Affairs, 
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permits for imports of raw materials for industry in the first half of 1a50 will 
be issued at two stages. At the first stage two classes of import permits will 
be released. The first class will be universal or hard currency permits to the 
value of 50 per cent. of the non-sterling raw material permits issued during 
the second half of 1949. The second will be restricted or soft currency permits 
to the value of 100 per cent. correspondingly. The second stage will be reached 
after new applications have been screened with regard to the importance of 
the industry and to the recommendations of the advisory committees which 
are being set up throughout industry. 


Spain 

The Government has decided against devaluation, so that the general 
commercial rate against the dollar remains at 10.95 pesetas, while against 
sterling it is adjusted to 30.66. For tourist purposes the rate for sterling } has 
been adjusted from 100 to 70. This rate will also apply to remittances of 
income on capital and similar transactions. Imports of foreign capital will be 
converted at 45.99 for sterling and 16.42 for the dollar. For insurance and 
maritime and air freights the new sterling rate is 66.19 and for liquid fuel it 
IS 55.19. 

Switzerland 

The Minister of Finance has explained that the Government's decision not 
to devalue the Swiss franc in terms of the dollar was based on the belief that 
confidence in the country’s currency was “ too precious a possession to risk 
without an urgent reason "’. He argued that there would be more disadvantages 
than advantages in devaluing, pointing out that the Swiss Government would 
be in a better position, when negotiating new trade agreements with devalued 
countries, to make sure that the benefits such countries derived from increased 
exports to Switzerland would help Switzerland’s export industries. 


Transjordan 
A law has been enacted to give the Kingdom of Jordania its own currency. 
Notes and coins of the Palestine Currency Board at present legal tender in 
Jordania will in due course be replaced by Jordanian currency. The new 


currency unit, the Jordanian dinar, will be at parity with the pound sterling. 


The system will be administered by a Jordan Currency Board set up in London 
under the chairmanship of Mr. W. M. Codrington and including representatives 
f the Jordan Government, the Bank of England, the Ottoman Bank and tl 


the 
Arab Bank 


United States 

The acting Secretary of State, Mr. James Webb, has announced that the 
Administration intends to intensify its efforts to secure treaties giving greater 
confidence to U.S. investors in under-developed territories. The treaties would 
seek assurances of “ non-discriminatory, re eae fair and equitable treat- 
ment’ for American investors. Reasonable freedom to cperate, contro! and 
manage their enterprises and prompt, adequate and effective compensation in 
the event of expropriation would also be sought. 








ermits 
a 


ched 
> of 
which 








fC 








129 


Appointments and Retirements 


Barclays Bank (D., C. and O.)—Mr. R. UV. Smith to be a general manager 

British Linen Bank-—Head Ojfice : Mr. A. P. Anderson, superintendent of branches, to be 
assistant general manager. It has been decided to separate the duties of head office manager 
and cashier. Mr. J. Winton will continue as head office manager, and Mr. J. Michie will be 
cashier. Mr. J. W. M. Shearer to be foreign manager. Mr. H.C. W. Hepburn has retired. Melrose 

Mr. J. G. Smith to be joint manager in association with Mr. F. R. N. Curle. Uddingston : Mr 

W. C. Richardson, from Glasgow, to be manager on retirement of Mr. W. Duguid. 

District Bank—Mr. W. fF. Lonsdale, M.C., chief general manager since 1945, has died at his 














home in Bramhall after more than 36 years of distinguished service with the bank. Millom 
Cumberland) : Mr. F. L. Collins to be manager. Morecambe : Mr. R. Gill to be accountant 
Prestom—35 Fishergate Mr. RK. W. Lomas, from Morecambe, to be accountant; 1, 2 and 3 
Fishergate : Mr. C. W. Caunce, from 35 Fishergate, to be sub-manager 

Lloyds Bank—Head Office, Advance Dept. : Mr. R. R. Garthwaite, from Stockton-on-Tees, to 
be a controller. Mr. J. E. Fitzgerald, from Cardiff, has been appointed for special work under 
the general managers. Eastern Department, E.C. : Mr. A. P. Nielsen to be chief manager ; Mr 
: utta, to be a manager. Mr. R. O. Williams, joint manager, will be retiring 





from Cal 








on June 3c next li Mall, S.W. : Mr. E. G. N. Amies and Mr. E. W. S. Maxey to be section 
managers. Bermondsey, S.E. : Mr. G. L. Cox, from Piccadilly, W., to be manager. Birmingham, 

n : Mr. C. Hackett, from Brierley Hill, to be manager. Bradford, Colonial and Foreign 
Dept. : Mr. J. S. Kipling, from Halifax, to be manager. Brierley Hill : Mr. F. C. S. Hallewell, 
M.B.E., from Longton, to be manager. Dover, Buckland : Mr. D. N. Jollitfe to be manager 
Mr. J. T. Sinclair, from Bridport, to be acting manager during the absence on sick 
E. L. McArthur. Halifax : Mr. J. C. Potts, from Head Office, to be assistant 

















Hastings Mr. G. T. Bennett, from Rugby, to be manager on retirement of Mr. I. J 
Kendal: Mr. J. S. W. Owen, from Head Office, to be manager on retirement of Mr. 
ock, M.C tedhill : Mr. E. A. Penstone, M.M., from Worcester Park, to be manager 
n succession to the late Mr. A. H. Sills. Stockton-on-T also Billingham) : Mr. H. F. Smurth- 
waite om Colonial and Foreign Dept., Bradford, to be manager. !{orcester Park : Mr. L. H 
Wyatt, of Worcester Park, to be manager. Indi alcutta : Mr. P. J. Bidwell and Mr. G. 
Byron, of Calcutta, to be joint manage 
Midiand Bank—Head Office : Mr. S. G. Oxland, of Norwich, to be a superintendent of branches. 
ndon, Russell Square Mr. F. W. Barnes to be manager on retirement of Mr. H. G. Clitter. 
{iston : Mr. J. E. Maughan, of Barrow-in-Furness, to be manager in succession to the late Mr 
4.G. S. Steele. Earl Shilton : Mr. B. Beechener, of Ipswich, to be manager on retirement of 
Mr. B. Stephens. Aevton : Mr. S. J. H. King to be manager in succession to the late Mr. R. A. S. 
Hunt. Liverpool, St. Luke's : Mr. J. Eden, of Chester, to be manager. Manchester, Cheetham 
Hill C. H. Burdett to be manager on retirement of Mr. F. Hilton. Norwich : Mr. J. W 
Cloke to be assistant manager 


National Bank of Scotland—-Glasgow Office, Exchange Control Dept. : Mr. J. Anderson to be 
manage 

Royal Bank of Canada-—-Mr. E. B. McInerney, manager of the London branch since 1929, 
has retired, and has been appointed a member of the board of directors. Mr. B. Strath, assistant 
manager, to be manager. 

Union Bank of Australia —Col. A. T. Maxweil, T.D., to be deputy chairman. 


Publications Received 

Building Societies Year Book, 1949. Official handbook of the Building Societies’ Association. 
Franey & Co., Ltd., pp. 507, price 18/-.) 

Company Accounts, The Modern Structure of. Profit and Loss Accounts, Balance Sheets, 
Directors’ Reports, etc. By Frank H. Jones (Barkeley Book Co., Ltd., pp. 94, price 7/6). 

Costs and Returns on Farm Mortgage Lending by Life Insurance Companies, 1945-1947, by 
R. J. Saulnier (National Bureau of Economic Research, New York, pp. 55). 

Financial Control for the Small Manufacturer, by Francis Simmonds (jordan & Sons, Ltd., 
pp. 96, price 15/-). 

Income Tax for Everyman, 1949-50 Edition, by R. A. Butler (Pen-in-Hand Publishing Co., 
Ltd., pp. 71, price 4/-). 

Joint Obligations, by Glanville L. Williams (Butterworth & Co. (Publishers), Ltd., pp. 179, 
price 21/-). 

National Insurance (Second Edition), by John Gazdar (Stevens & Sons, Ltd., pp. 96, price 4/-). 

Statistiques et Etudes Financiéres. Supplement Finances Comparees, No. 2, 1949. (Imprimerie 
Nationale, Paris, pp. 212, price Frs. 500). 

The Euro, A New European Gold Currency, by Simon M. Cleja (Staples Press, pp. 55, price 3/6). 

Trustee Savings Banks, A Guide to the Law of, by C. L. Lawton (The Savings Banks Institute, 
PP. 390, price 15/-). 
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Hotel and shopping site in the New Coventry 


The Corporation of Coventry invite offers for the 
development of one of the premier sites (approx. 


2,640 sq. yds.) in its central reconstruction scheme, 
as a first-class hotel of about 200 bedrooms, with 
ground floor shops. As an investment opportunity 
this is without equal. With many of its public 
buildings destroyed this progressive city, which has 
doubled its population in 20 years, needs more than 
‘@ else a good hotel to serve its growing quarter 
illion, top-wage community. The site is offered 
on 99 years’ ground lease with no development 
charge. Further details may be obtained on early 
application from the Town Clerk, Council House, 
Coventry. 


An incomparable Investment 


HENRY BUTCHER 


CO. 
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Banking Statistics 


National Savings 
(£ millions) 





Savings ] Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (net) (net)* Small | (net) (net) (net)* Smal 
19451T1 .. | 90.3 @O:7% 842.3 1948 April .. i= 92 9.6 3.8 
ere 39.2 87.2 76.4 202.8 | May 2.5 14.9 3.8 — 13.6 
Inne > ss 
1946 I 13.2 62.0 120.7 195.9 | / ee bes tgs re es 
ee 1.0 95.9 36.2 133.1 | July .. a= = Sem 6.5 — 22.7 
a bas pe Aug, 5. —- 3 = S.2 .8- 4.6 
Wt .. I.2 13-4 35-0 47-5 } Sept > . :.3 Ps 3.8 
Iv. 10.§ 17.9 11.8 40.5 | ha sale . o.3 . 
| Oct 27 = 2.3 9.9 4-9 
1947 I . 39-7 20.4 27.0 67.1 Nov 2.2—- 2.2 8.0 3.6 
II .. 40.3 3-7 19.0 I7-.0 | Dec 1 2% 2 9.6 — 13.2 
ae 2.7 19.8 2.9 14.2 | : 
vy tl. 16.4 25.1 17.2 8.5 1949 jan. 3.7 0.8 25.7 28.6 
Feb. 2.2 0.3 16.0 18.6 
1948 I... 29.4 290.9 54.6 54.1 Mar I 0.90 10.5 10.9 
II ° lal a tke ca¢7 = 29ee April e 0.1 9.7. 10.8 
oe. 2% 4.5 20.3 6.4 18.4 ve aoe 0.5 ap r.3 
( ee 7.2 5.8 8.3 4-7 | June r.9 4.0- 5.9 
iyo I C«« ae re 52.2 58.1 | July .. —2.7—- 1.2 9.5 — 13-4 
II s 0.4 8.6 6.7 | Aug. r.g<— £.6 0.3 - 3-8 
{Il e* 7k 4.5 2.0 15.2 | Sept 2.0 >.0 7.0 2.0 
* Including Release Benefit Accounts from July, 1945 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord 
Mar. 31 Exp. Rev. Deficit } Quarters Exp. Rev Deficit 
fm /m fm { fm. {m £m. 
1938 808 .1* $72.6 P=. ® | r946. TI... 902.0 620.0 273.0 
1939 1054. 8* 927.3 127.5 iar 918.3 912.13 206.2 
; [V 6 72} 
1940 1809. 7* 1049.2 "60.5* . = Sor! / 38.6 122.5 
4 darts | 194 I 1228.9 1201.5 32.07 
226 r408 »42Q8 2 : } > j 
I94I 2 4¢ 2 {55.3 | | 619.8 240.1 220. 2+ 
1942 4775-7 2074.1 2701.0 (I] 308 . 3 807.5 0.7 
1943 623.2 2819.9 2803.3 I\ 736.1 761.5 25.41T 
1944 7 { 3038.5 2749.9 1948 I 1435.8 412.8f 
1945 f 7 3238.1 2819.7 / 1] 794.8 181.ot 
TT] RearaA Ta) >+ 
1946 5474.8 3284.5 2>TQ0. aoe > ae 50.2 
1047 Oo! I L\ 802.7 11.3t 
47 2010.2 3341.2 090.1 ' | aie. a « 
949 1 15 ) 1.77 
1945 2 I 3844.9 1: TT 4.0 =6 > R+ 
1949 152.8 4006. 6 33.34 an 53 85. 
\llow r loan expenditure. + Surplus. 
I i ebt 
( (oe 
W sand M ’ 





THE BANKER 


Treasury Deposit Receipts 
Raised Redeemed Outstanding 

ém. £m £m. 

110.5 132.0 1442. 

$53.5 $83.5 1292. 
175. 110.5 1402.5 

545- 455-0 1291. 

178.0 1465.« 

452.0 1449. 

181.0 511. 

1949 Jan 29 201.0 1310. 
Feb. 26 } 470.5 1019. 
March 31 ‘ 158.5 1135. 
Api oO 185. 203.5 1112.5 
May 28 E 213.0 1139. 
june 30 93 194.0 1243. 
july 50 157. 154.0 1246. 
{ 142.5 I169. 

258.0 OIL. 


ast Saturday in each month, except at final month in each quarter. 
eached its highest level on September 7, 1945, at £2225 millions 
1949 Net New \ 1949 Net New 
Week ended taised Redeemed Borrowing | Week ended Raised Redeemed Borrowing 
Mar. 26 oO. * 30. | July 2 30.0 24.¢ 6.0* 
25-0 [7 - 
55.0 
50.90 
15.0 


15.0 


oS 


April 


wn es 


iS) 
WN OW DOW 


50.0 


Sept. 


5 
oO 
5 
-O 
.O 
-O 
-O 
-O 
.O 


Io. Oct 


49.0 


35-¢ 


ou 


5 
~) 


| 
| 
15 | 
| 
| 
| 


* Unofhcial figure. 


Britain’s Gold and Dollar Reserves‘ 
4 millions) 
Net Financed by Reserves 
Deficit -—- —-— - ---—- -— —— —-_-+— ——-— + — ---—-—- atendof 
Years and U.S. and Purchases S. African Change Period 
Quarters Canadian from Gold E.R.P in 
Credits 1.M.F Loan Reserves 
1946 2 279 - +4 52 
1947 o2 812 oo : 152 
1948 : 
I 8: 40 
ii 22 79 
{il 76 40 30 
IV 93 107 20 


Total, 1948 423 3 169 


1949 : 
$= <i 82 & - a1 
ee “ 157 ’ - ~ 85 
ae. «< ‘ 133 - - 7} 
* Converted into sterling at ¢ = .03 throughou 











